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Increasing income inequality in recent years has triggered an outpouring analysis and 
reflection on the causes of these changes. ASEAN has broadened cooperation on 
macroeconomic and financial aspects and demonstrated robust economic growth, reducing 
poverty but also accompanied by rising inequality. The income gap persists between 
ASEAN-5 (Indonesia, Malaysia, the Philippines, Singapore, Thailand) and the ASEAN-3 
(Cambodia, Laos, Vietnam) has become a prominent issue and policy debate. Hence, this 
study aims to investigate the regional economic integration and income inequality by 
adopting a balanced panel analysis for selected ASEAN countries from 2005 to 2018. To 
examine the relationship between economic integration and income inequality, economic 
integration was further decomposed into trade integration and financial integration. 
Empirical findings showed that trade integration is more effective than financial integration 
in improving income distribution. Export activities from the manufacturing and service 
sectors help ASEAN-5, while the agricultural and manufacturing sectors help ASEAN-3 in 
narrowing income distribution. Therefore, integration policies to improve inequality should 
not be universally implied on countries with diverse economics structures and varied 
development activities.  














Peningkatan ketidakseimbangan pendapatan pada tahun-tahun kebelakangan ini telah 
mencetuskan analisis secara meluas dan refleksi mengenai penyebab perubahan ini. ASEAN 
memperluas kerjasama melalui aspek makroekonomi dan kewangan telah menunjukkan 
pertumbuhan ekonomi yang kukuh, mengurangkan kemiskinan tetapi turut disertai dengan 
peningkatan ketidaksamaan pendapatan. Jurang pendapatan berterusan antara ASEAN-5 
(Indonesia, Malaysia, Filipina, Singapura, Thailand) dan ASEAN-3 (Cambodia, Laos, 
Vietnam) telah menjadi isu penting dan perbahasan dasar. Oleh itu, kajian ini bertujuan 
untuk menyiasat integrasi ekonomi serantau dan ketidaksamaan pendapatan dengan 
mengguna pakai analisis panel seimbang bagi negara-negara ASEAN terpilih dari tahun 
2005 hingga 2018. Untuk membandingkan antara hubungan integrasi ekonomi dan 
ketidaksamaan pendapatan, integrasi ekonomi turut diasingkan melalui integrasi 
perdagangan dan integrasi kewangan. Penemuan empirikal menunjukkan bahawa integrasi 
perdagangan lebih berkesan daripada integrasi kewangan dalam memperbaiki jurang 
pendapatan. Aktiviti eksport dari sektor pembuatan dan perkhidmatan membantu ASEAN-5 
manakala sektor pertanian dan pembuatan membantu ASEAN-3 dalam menyempitkan 
pengedaran pendapatan. Oleh itu, dasar integrasi untuk mengurangkan ketidaksamaan 
tidak sepatutnya tersirat di negara-negara dengan pelbagai aktiviti struktur dan 
pembangunan ekonomi yang berbeza-beza dari satu sama lain. 
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1.1 Introduction   
 
Regional integration is creating tremendous opportunities for growth, but at the same 
time also there is a risk that the gains in prosperity may not be distributed equally. Regional 
integration can be conceptualized as the increasing density of international market exchange 
and development of international political institutions within geographically bounded, 
politically negotiated and historically specific transnational regions (Macdonald, Marshall 
& Pinto, 2012). Of many regional integration blocs that have formed with various goals, the 
European Union (EU) and the North American Free Trade Agreement (NAFTA) have been 
regarded as the two most successful regional blocs. In Asia, the Association of Southeast 
Asia Nations (ASEAN) is a good example of a regional integration scheme (Teh, 2004). The 
member countries of the ASEAN continue to achieve tremendous economic growth, at an 
average of 5.2% during 2018 (International Monetary Fund [IMF], 2018). 
 
An integrated ASEAN is undoubtedly an attractive notion. Economic collaborations 
have continued to expand from predominately trade to skilled manpower and investment 
flows to address developmental gaps. Income growth has remained strong, outpacing the rest 
of the world since the late 1970s (Ramlrez & Poolttlwong, 2016). Less developed countries 
could take advantage of regional market access opportunities that optimally deploy the 
region’s natural resources, human mobility and technological exchange to help converge the 
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region’s different levels of economic development among countries (Asian Development 
Bank [ADB], 2018). While regionalization in recent decades has lifted many out of poverty 
and raised the standard of living, this was also accompanied by rising domestic income 
inequality. Inequality remained stubbornly high in Southeast Asia (Hartley, 2017). The lack 
of required skills and inability to access finances are among the barriers that have hindered 
the lower socioeconomic levels from reaping the benefits and opportunities of integration 
(Mordecai, 2017). Hence, this study further examines the channels through which economic 
integration that contributed towards the widening of domestic income distribution among 
the selected ASEAN countries.  
 
1.2 Background of the Study 
 
ASEAN has made steady and continuous progress since the establishment in August 
1967 at Bangkok, Thailand with the signing of the ASEAN Declaration by the Founding 
Fathers of ASEAN - namely Indonesia, Malaysia, the Philippines, Singapore and Thailand - 
to facilitate trade, economic growth and promote cultural development and social structure 
within the region (Francisco, 2018). Later, ASEAN expanded throughout the years and 
included Brunei (1984), Vietnam (1995), Laos and Myanmar (1997) and Cambodia (1999). 
The region has significantly transformed from a bloc of underdeveloped countries into a 
vibrant, an absence of inter-regional conflicts and increasingly integrated economic region 
with huge economic, political, cultural and linguistic diversity (Delios, 2017; Hill & Menon, 
2012). Singapore has been recognized as an advanced economy; Malaysia, the Philippines 
and Thailand are classified as newly industrialized economies; Indonesia is one of the 
3 
 
emerging market economies; and Vietnam’s remarkable development for poverty alleviation 
(World Bank, 2019; Nair, 2017).  
 
ASEAN is now the world’s 6th largest economic region, with a combined gross 
domestic product (GDP) of more than US$ 2.9 trillion in 2018 and third largest population 
of 635 million after China and India. It has a young and rising and middle class, making up 
a large portion of the current and future workforce (ASEAN, 2017a). This remarkable and 
successful economic regionalization has been underpinned by inclusive growth, poverty 
reduction and conflict resolution (Mahbubani & Sng, 2017). Economic development has 
been pursued and strengthened through the deepening of intra-regional economic linkages. 
This started from the creation of economic cooperation and tariff preferences in the 1970s 
and progressively into the implementation of economic integration in the 1990s. Today, the 
region is often considered as a model of  “open regionalism” that has emerged in the region 
through economic integration in the developing world (Economic Research Institute for 
ASEAN and East Asia [ERIA], 2018). Thus, ASEAN economies can be measured by a set 




Figure 1.1: Gini Coefficient in Selected ASEAN Countries from 2005 to 2018 
Source: Standardized World Income Inequality Database (2018) 
 
 Figure 1.1 showed the trends of income inequality in selected ASEAN countries 
based on the Gini index for the period between 2005 to 2018. The analysis of Gini trends in 
ASEAN normally ranges between 10 to 50. In general, the region has low levels of 
inequality, but there are some gap indicating that some countries are very equal, and others 
have higher inequality levels. The countries with a better income distribution are Cambodia 
and Laos while countries with the highest Gini coefficient are Myanmar and Singapore. 
Countries that increased inequality throughout the years are Myanmar while Cambodia, 
Laos, Malaysia and Thailand experienced reduction in domestic income inequality. The 
declining trends of Gini coefficient started drastically starting 2014 for Cambodia and Laos. 
In 2018, Indonesia, Malaysia, Myanmar, Singapore, Thailand and Vietnam recorded a Gini 
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The fact that makes “current integration” a novelty is that levels of trade and the 
number of participants in the market have reached unprecedented levels (Enciso, 2011). 
Based on Figure 1.2, intra-regional trade has risen from 18% in 2000 to 23% in 2018. 
However, economic connections within the region have not deepened as ASEAN 
regionalization was still heavily dependence on countries outside of ASEAN for the trading 
of goods, services, investment and technology (Delios, 2017; Ando & Kimura, 2014). 
ASEAN is the fourth largest exporting region in the world and has established sophisticated 
manufacturing capabilities through industrialization and diversified its exports, enabling 
progress in poverty reduction. Malaysia and Thailand are leading exporters of electrical and 
electronic products, machinery and automotive parts. The biotech industry in Singapore is 
growing, and manufactured goods are clustered around chemicals and biomedical sciences, 
logistics and transport engineering.  Vietnam’s top export commodities are broadcasting 
equipment, telephones and integrated circuits.  
 
 
Figure 1.2: ASEAN Intra-Trade and Intra-Foreign Direct Investment Inflows  
from 2000 to 2018 
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While other ASEAN countries have assembled export industries running around 
natural resources. Brunei’s primary exports include petroleum gas, crude oil and natural gas. 
Indonesia is the world’s largest producer and exporter of mineral fuels and palm oil, and a 
leading exporter of animal and vegetable fats. Myanmar is just at the beginning to embark 
on an unprecedented opening up of its economy, with the garment industry is a major hub 
job creator.  In addition to exporting manufactured and agricultural products, the Philippines 
is establishing a thriving business-process-outsourcing industry (Vinayak, Thompson & 
Tonby, 2014).  
 
 ASEAN has taken a step towards financial integration through increased in foreign 
direct investment inflows over the past two decades, as illustrated in Figure 1.2. Sustained 
inflows of investments have helped to enhance efficiency, allocate resources more 
effectively and yielded greater economic prosperity through inclusive economic expansion 
(Ibrahim, 2015). Financial resources are free to move across the borders, generating 
opportunities for investment and trade (Hew, 2006). This phenomenon is driven by unilateral 
reforms created by the “flying geese” phenomena of transferring capital and production to 
neighbouring countries with a lower cost and further promotes export-oriented industries 
within the country (Krumm & Kharas, 2004). Multinational firms and companies with huge 
investment capital in ASEAN play an essential role in facilitating the rise of intra-ASEAN 
investments. These capital influxes from the regional market help domestic market 
expansion, establish production linkages and subsidiary networks, and participation in the 




Singapore is the largest source of investment within the ASEAN region. As of 2018, 
Singapore contributed 69% to ASEAN’s economies and has accumulated amounts as high 
as 95% in combined capital from Malaysia and Thailand (ASEAN, 2018b). Conversely, 
Indonesia’s resilient economic growth, huge investment market and potential for growth has 
attracted more than 45% of the intra-ASEAN investments (Soekro & Widodoa, 2015). The 
largest beneficiary of FDI were mining sector, machinery and electronics, utilities and 
pharmaceutical industry (World Economy, 2018). The combined FDI flows to Cambodia, 
Laos, Myanmar and Vietnam (CLMV) increased by 21% to US$ 23 billion, with all countries 
receiving the highest-ever recorded inflows. ASEAN remained the largest source of 
investment for Myanmar and Vietnam in the manufacturing industry. On the other side, 
infrastructure, primarily electricity generation. are more focused in Laos while garment and 
textiles and automotive industrial dominate in Cambodia (ASEAN, 2018b).  
 
Despite the long integration process, widening socio-economic disparities that are 
attributed with the striking differences in their growth performance and human development 
indexes (HDI) have divided ASEAN region into ASEAN-61 and CLMV. As a result of less 
established institutional structure, weak political regimes and resource constraints, CLMV 
are significantly poorer than countries from ASEAN-6. Contrasting growth performance and 
persisting income gap between ASEAN-6 was already large between Brunei and Singapore 
against Indonesia, Malaysia, the Philippines and Thailand since the establishment of the 
association (Caballero-Anthony & Barichello, 2015). When CLMV countries became 
members of ASEAN, the already existing economic disparities from ASEAN-6 was 
                                               
1 ASEAN-6 refers to the older members of ASEAN which comprise Brunei, Indonesia, 
Malaysia, the Philippines, Thailand and Singapore. 
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perceived to be a hindrance to regional integration. ASEAN transitioned from a two- to 
multi-tier regional market, encompassing high-, middle- and low-income countries, and 
raising concerns about the emergence of the region (Kurlantzick, 2012). Alternatively, 
CLMV participation and commitment to deepen collaboration in ASEAN was viewed as a 
steppingstone towards sustainable development goals, narrow the gaps between 
neighbouring countries and re-entering the world economy (ASEAN, 2012a). 
 
ASEAN is among the world’s best performing emerging economies, with resilient 
economic growth that has outpaced many regional blocs. Growth in GDP per capita 
remained strong since 2000, with an average annual gain of more than 5%. Based on Table 
1.1, despite the progressive growth in GDP per capita, variations in GDP per capita are 
strikingly vast and large disparities persist between the countries. In 1970, per capita GDP 
varied from US$ 1,381 for Brunei, US$ 357 for Malaysia and US$ 79 for Indonesia. Brunei’s 
GDP per capita was 4 times higher than that of Malaysia. By 1991, Singapore overtook 
Brunei becoming the wealthiest country in ASEAN with per capita GDP recorded at 
US$ 14,505. It was 5 times and 6 times richer than Malaysia in 1991 and 2018 respectively. 
Although coming after Singapore and Brunei in the ranking of ASEAN countries with high 
per capita GDP, Malaysia was still a distant third (Caballero-Anthony, 2005). The statistical 
evidence showed that economic gaps still exist among the more developed ASEAN-6 and 
potentially widen over time (Myanmar Times, 2017). At the same time, Indonesia and the 






Table 1.1: GDP per Capita (current US$) 
 1970 1980 1990 2000 2010 2018 
Brunei 
Darussalam 
1,381.97 25,412.99 13,604.16 18,008.45 35,268.10 20,303.78 
Cambodia 102.70 - - 302.65 785.69 1,460.29 
Indonesia 79.69 491.44 585.00 780.09 3,113.48 3,732.12 
Laos - - 203.26 324.85 1,141.13 2,629.85 
Malaysia 357.66 1,774.74 2,440.59 4,045.17 9,071.36 9,168.46 
Myanmar - - - 193.19 987.74 1,270.03 
Philippines 186.77 684.65 715.31 1,038.91 2,129.50 3,053.88 
Singapore 925.29 4,926.96 11,864.28 23,792.61 46,569.68 56,529.79 
Thailand 192.13 682.77 1,508.29 2,007.56 5,075.30 6,371.24 
Vietnam - - 94.88 388.27 1,310.37 2,423.12 
Sources: World Development Indicators (2018) 
 
 
Figure 1.3: Average of GDP per Capita, 2000-2018 (Current US$) 
Source: World Bank (2019) 
 
Based on Figure 1.3, the economic gap became extremely stark when compared to 
the GDP per capita of CLMV countries against ASEAN-6. The creation of two-tiered 





























































































(Sovachana, 2013). In 2018, Singapore emerged as a dominating country among ASEAN, 
with a per capita GDP of greater than the total of per capita GDP of the rest of the ASEAN 
members in 2018. This fact indicates the imbalanced among ASEAN economies, with 
Singapore, oil-rich Brunei, developing states and those poorer nations that are still in the 
early stages of development, CLMV nations (Mordecai, 2017). The level of disparity is huge 
and among the individual members, it is extremely high in comparison. Singapore’s per 
capita GDP is 44 times higher than the poorest country in the region, Myanmar, 40 times 
that of Cambodia, and more than 20 times that of Vietnam. The average for the CLMV was 
only 10% of ASEAN-6 (Figure 1.3).  
 
The CLMV countries have also realized that they must progressively and steadily 
integrate their economies with ASEAN-6 to narrow the development divide to ensure 
effective economic integration and reap the benefits equally (Sovachana, 2013). To 
minimizing the development gap and strengthening the existing regional and sub-regional 
institutions, new initiatives for Narrowing the Development Gap (NDG) were implemented. 
The various efforts included the Hanoi Plan of Action (HPA), Initiatives for ASEAN 
Integration (IAI) and the Declaration of ASEAN Community (Wu, 2013). The distribution 
gap has been declining through several initiatives and projects that were aimed at reducing 
absolute poverty and increase economic opportunities. CLMV are “catching-up” through 
high rates of growth as compared to the ASEAN-6. However, it has been observed that 
national elites have captured more of the wealth, meaning that the incomes of the rich have 





Table 1.2: ASEAN Economic Integration Process, 1993-2018 
Year ASEAN Economic Integration 
1993 
ASEAN Free Trade (AFTA) launched 
AFTA’s Common Effective Preferential Tariff (CEPT) scheme 
implemented 
1995 
ASEAN Framework Agreement on Services (AFAS) signed and 
implemented 
1996 ASEAN Industrial Cooperation (AICO) scheme adopted 
1998 
Framework Agreement on ASEAN Investment Area (AIA) signed and 
implemented 
2000 Initiative of ASEAN Integration (IAI) 
2003 
The vision of an ASEAN Community endorsed, including the ASEAN 
Economic Community (AEC) 
2007 
ASEAN Charter signed 
Roadmap for the ASEAN Community approved, including the AEC 
Blueprint, the Initiative for ASEAN Integration (IAI) Strategic 
Framework and IAI Work Plan (2009-2015) 
2010 
ASEAN Trade in Goods Agreement (ATIGA) signed to replace CEPT 
Master Plan on ASEAN Connectivity adopted 
2012 ASEAN Comprehensive Investment Agreement (ACIA) implemented 
2015 ASEAN Community, including the AEC 2025 implemented 
Sources: Kawai and Naknoi (2015) 
 
NDG envisioned promoting effective cooperation and mutual understanding through 
concerted efforts to narrow the development gap among ASEAN economies was expressed 
at the 6th ASEAN Summit in Hanoi in 1998 (ASEAN, 2017c). One major initiative 
developed for IAI was to deepen and broaden integration and collaboration. IAI aimed to 
support countries that are lagging to catch up by bridging the development gaps, especially 
between ASEAN-6 and CLMV countries (Ministry of Foreign Affairs [MFA], 2007). The 
IAI Work Plan was divided into three phases, from 2002 to 2008, 2009 to 2015 and 2016 to 
2022. The six-year IAI Work Plan was launched as a response for ASEAN-6 in assisting and 
uplifting CLMV countries by strengthening their competitiveness. ASEAN-6 has committed 
12 
 
to support and provide external assistance in various forms of development effort to facilitate 
quicker integration in ASEAN (ASEAN, 2018a). This was to ensure that CLMV had the 
capacity and capability to join the mainstream of development. During the first IAI Work 
Plan, ASEAN-6 contributed about US$ 191 million while US$ 20 million was from dialogue 
partners, development agencies and other partners. The IAI process will continue to address 
the development needs of all underdeveloped sub-regions.  
 
In 2003, the Hanoi Declaration on NDG was adopted for the realization of closer 
ASEAN Integration. The ASEAN leaders in the Declaration of the ASEAN Cord (Bali 
Concord II) further expressed that the integration process to move forward in a unified 
manner would not be completed without involving CLMV countries. Despite the 
development disparities that could threaten long-term integration, the inclusion of CLMV 
countries contributed a net positive economic effect on the region (Lim & McAleer, 2004). 
Hence, the Vientiane Action Program 2004 to 2010 and a medium-term development plan 
as a compliment to realize ASEAN Vision 2020 was proposed for realizing the vision of an 
integrated ASEAN community. The formation of the ASEAN Economic Community (AEC) 
by 2015 was an ambitious framework driving ASEAN’s economies under four interrelated 
and mutually-reinforcing pillar.  The ASEAN Charter in 2007 was also intended to transform 
ASEAN into a rule-based intergovernmental organization, while ASEAN Blueprint 2025 
was also adopted at the 27th ASEAN Summit on 22 November 2015 that provides broader 
direction through strategic measures (ASEAN, 2017b). 
 
To date, Singapore is the first ASEAN country to achieve newly industrialized 
country (NIC) status, while Indonesia, Malaysia, the Philippines and Thailand are still 
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trailing economically. Singapore will continue to support initiatives aimed at narrowing the 
development divide among the members by expanding the range of technical assistance and 
new modalities for capacity building (Sharon, 2019). This commitment to the technology 
sector will assist ASEAN economies to grasp opportunities in areas such as ride-hailing, e-
commerce, fintech and new media (Economic Development Board, 2019). Manufacturing 
and mining industry are being the engine of economic change in Indonesia. Indonesia is now 
rapidly adopting the digital transformation and implements the inevitable changes in 
manufacturing. There were several new incentives to attract foreign investments to turn the 
country into ASEAN’s manufacturing hub (Okutsu, 2019).  
 
Malaysia’s international links have progressed from trade in goods and foreign direct 
investment to trade in services, financial flows, technology, movement of people and 
information technology. Openness to trade and investment have been a catalyst in job 
creation and income growth, with approximately about 40% of jobs in Malaysia linked to 
export activities (World Bank, 2019). Positive job creation across all sectors with 
employment continued to be the highest in the services sector while recruitment activities 
were active in the retail segment and financial sector through the launching of several large 
retail outlets and Islamic banks the years (Bank Negara Malaysia, 2007). The Philippines is 
experiencing a stable macroeconomic environment with low inflation and low debt to GDP 
ratio which has helped to sustain a healthy domestic demand growth (Mourdoukoutas, 2017). 
Favourable economic conditions and strong macroeconomic fundamentals have fuelled the 
robust expansion, higher than that of China, Thailand, Malaysia and its other peers from 
2010 to 2017 (Diokno, 2017). The country continuously forms initiatives to further improve 
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the competitiveness and capabilities of local industries to participate in regional trade and 
global value chains or as direct exporters of finished goods and services (Ortega, 2017). 
 
Notably, Vietnam is emerging as a thriving lower-middle income status in 2008 and 
Laos in 2010. While it is projected that Cambodia, Laos and Myanmar will graduate from 
the UN-LDCs category in 2024 (Santos-Paulino, 2017). Vietnam, as the wealthiest and most 
proactive among the CLMV, is catching up to the ASEAN-6 through strategic partnerships 
and dynamic economic development, raising the conditions of the country equal with the 
ASEAN-6 (Huong, 2016; Kurlantzick, 2012). Vietnam’s per capita GDP grew from US$ 388 
in 2000 to US$ 1,310 in 2010, reaching US$2,2423 in 2018. The participation of Vietnam 
in ASEAN exhibits political stability with considerably low labour costs have attracted 3,599 
Japanese direct investment projects in registered capital from major multinationals ranging 
from Intel to Bridgestone (Vietnam Investment Review, 2018). Once firms have established 
themselves in Vietnam, they will further consider expanding their operations in Cambodia, 
Laos and Myanmar (Kyodo, 2019).  
 
Cambodia’s consistently impressive economic growth can be attributed towards the 
open trade and investment regimes and commitment in services sector (Menon, 2017). 
According to Itakura (2013), Cambodia has reaped the greatest benefits from ASEAN among 
ASEAN’s 10 member countries through improvements in trade facilities, liberalization of 
services and tariff reductions. The potential market for investment opportunities under the 
“core pillars” of tourism and garment manufacturing and construction diversified the 
dependency on the agriculture sector. Laos has been constantly adjusting its trade and 
investment policies to attract foreign capital to finance the local utility and mineral industry 
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(Hays, 2013). Participation in regional integration also offers huge economic opportunities 
to domestic industry to participate in value chains among regional countries (Janus, 2018). 
Additionally, the strong income and consumption growth in recent years has narrowed the 
distribution of income, improved health and education outcomes and contributed towards 
greater inclusion, albeit to varying degrees, across the ASEAN countries (IMF, 2018).  
 
1.3 Problem Statements 
 
Domestic income cannot be expected to be equal across countries with various 
developments, abilities and circumstances. However, rising domestic inequality through 
regional economic integration has become a concern for many countries. The recent 
experience of economic integration reignited the intense debate on the role of trade and 
financial integration on inequality. Furuoka, Rasiah, Idris, Ziegenhain and Jacob (2018), 
Siddiqui and Zaheer (2017), Pham (2014), Lim and McNelis (2013), Auguste (2012), 
Faustino and Vali (2011) found evidence of improvements in the domestic income gap 
through integration. An increasing degree of export orientation, larger market penetration, 
inflow of capitals and transfer of technology all help to facilitate equitable income. While 
Zhao and Serieux (2018), Tung and Bentzen (2018), Kuo and Lee (2017), Ametoglo and 
Guo (2016) and Yenipazarli and Kucukkaya (2016) explained that benefits from integration 
depend largely on the initial income and development. The least-well off countries 
postulated a higher ability in catching-up against other countries. Conversely, it was also 
found that integration exhibited the potential to exacerbate domestic income inequality 
(Erauskin & Turnovksy, 2019; Furceri, Loungani & Zdzienicka, 2018; Tee, Kaliappan, Lee 
& Said, 2017; Zakaria & Fida, 2016; Mahesh, 2016; Raychaudhuri & De, 2016).  
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Regional economic integration provides international embeddedness through 
strengthening institutions, building closer trade and investment connections, intra-regional 
supply chain and stronger financial linkages but tied with the geographical and institutional 
framework. Deeper economic integration with expanding domestic markets and reallocating 
sources beyond national boundaries can be a powerful mechanism for countries to expand 
national markets and penetrate a region to achieve national interests (ADB, 2014). However, 
the benefits may not be distributed equally; some countries may even lose beyond the 
original purpose of integration under certain circumstances (Venables, 2009).  
 
Many developed countries including the United States have experienced increases in 
domestic inequality (Lee, 2014). This appears to be consistent with the Hecksher-Ohlin 
theorem that international trade would lower the share of workers in advanced countries 
where capital goods are relatively abundant. The effects of integration on inequality could 
be uncertain, as technological progress could enhance international competition and raise 
productivity. Contrary, integration could also worsen household inequality by replacing 
unskilled labour using technology innovation during the process of production (Ahn, 2018). 
Many studies have been conducted on the influence of integration on domestic income 
inequality using different approaches. However, whether integration improves or 
deteriorates domestic inequality remained inconclusive. 
 
Despite ASEAN’s long integration initiative and progress towards an ASEAN 
community, economic and social development gaps are still observed among countries 
(Subhan, 2018). The distribution of domestic income is more striking when the CLMV are 
compared against ASEAN-6. The formation of two or multi-tiered region imposes negative 
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impacts and could threaten long term stability and growth within the region, and even 
become a potential root of conflicts today or in future (Jhamb & Singh, 2018). Although, the 
rapid market expansion in CLMV driven by trade, investment and other market reforms since 
the 1990s have narrowed down the domestic income gap, but a huge gap persists (Menon, 
2012). Surprisingly, domestic income inequality and growing disparity in ASEAN is 
ostensibly seven times worse than the EU (Chachavalpongpun, 2016). Continuously 
widening disparity could threaten and undermine regional solidarity.  
 
Regional integration facilitates or dampens domestic inequality within the ASEAN 
economies are a concern to many economists and academicians. The feasibility of an 
integrated economy seems to be facing several issues that beset the progression. This study 
is also interested to find out through channels through which integration helps in narrowing 
domestic income inequality. This paper aims to investigate the relationship between regional 
integration and the influence on domestic income inequality in most countries over the past 
decades.  
 
1.4  Objectives of the Study  
 
The general objective of this study aims to examine the relationship between regional 
integration and domestic income inequality observed within the selected ASEAN countries 






 The objectives of the study are:  
 
i. To investigate the long-run relationship between regional economic integration 
and domestic income inequality. 
ii. To examine the short-run relationship between regional economic integration and 
domestic income inequality. 
iii. To assess the relationship between trade integration, financial integration and 
domestic income inequality for selected ASEAN countries.  
 
1.5 Significance of the Study 
 
The nature of ASEAN integration as a regional economic bloc and its impact on the 
domestic income distribution impose considerable attention in policy discussions and 
academic works. This paper contributes to the literature by exploring the impact of regional 
economic integration on domestic income inequality in selected ASEAN countries. 
Although there have been prior studies that have examined the impact of regional integration 
on domestic income inequality, these studies have been mainly conducted in developed 
countries with relatively larger sample size and populations that are wealthier and educated. 
In addition, although there are studies based on individual countries in ASEAN that have 
focused on regional integration, it is to the best of the researchers’ knowledge that none have 
examined the relationship of regional economic integration that includes trade integration 
and financial integration on domestic income inequality. Thus, this study intends to provide 
a better understanding of how regional economic integration can influence the income 
inequality of developing countries and provide additional insights towards the 
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implementation of economic integration under several objectives. Hence, this study observe 
the determinants underlying the formation of regional economic integration through trade 
and finance towards domestic income inequality. The cointegration between countries is 
expected to rise as the region is moving towards an economic bloc. Policymakers can also 
analyse the changes in influencing variables and how they influence the prospects of further 
integration in ASEAN.  
 
1.6 Scope of the Study 
 
 This study focuses on the relationship between regional economic integration and 
domestic inequality within selected ASEAN (Cambodia, Indonesia, Laos, Malaysia, the 
Philippines, Singapore, Thailand, Vietnam) countries. Economic integration will be analysed 
through trade and financial channel proxies by relevant variables from previous studies. All 
variables chosen are extracted from World Development Indicators (WDI), Standardized 
World Income Inequality Database (SWIID) and CEIC between for the 14 years between 
2005 and 2018.  
 
1.7 Organization of the Study  
 
 As a conclusion, this chapter includes the introduction and background of the study, 
describing the establishment of the ASEAN region and integration process thus far. The 
objectives of the study are divided into general and specific objectives, research questions 










 This chapter summarises the literature review from previous studies related to 
regional economic integration and income inequality from various regions. This chapter 
intends to provide a comprehensive view of regional economic integration within the 
ASEAN economies. The literature review includes an introduction, theoretical framework, 
and empirical findings.  
 
2.2 Theoretical Framework 
 
The theoretical foundation of trade integration on domestic income inequality was 
based on the Heckscher-Ohlin (HO) model and the Stopler-Samuelson (SS) theorem. 
Heckscher-Ohlin (HO) model on the factor endowments as the basis of trade was based on 
the Ricardian model of comparative advantage. Each country produced goods depending on 
their factor of endowments, either labour intensive or capital intensive. Once country 
participated in international trade, profit-seeking firms will export goods and penetrate their 
products into a foreign market at a higher price. Subsequently, country will import goods 
that are scarce in resources or unable to produce (Cornia, 2011). Stolper-Samuelson believed 
that the opening of trade will raise income of country with abundant resources. Likewise, 
countries with abundant supply of labour were expected to experience a decline in domestic 
21 
 
inequality. Hence, the neoclassical framework based on the Heckscher-Ohlin-Samuelson 
(HOS) was established to analyse the consequences of international trade on employment 
and income distribution (Stolper & Samuelson, 1941; Samuelson, 1948).  
 
HOS emphasized the increase in return to the country’s abundant factor through trade 
expansion. As the relative price of goods produced increased, the real return of  factor used 
more intensively during the production increased simultaneously. ASEAN integration 
through the removal of trade barriers allowed countries to specialize in producing 
commodities that they have a comparative advantage leading to specialization and a greater 
volume of production. The Factor Price Equalization theorem stated that under international 
immobility of factors, ASEAN countries that participated in international trade improve 
welfare, income and change the income distribution across countries through exporting 
products that are towards labour intensive and import products that are skill and capital-
intensive from foreign countries (Meschi & Vivarelli, 2009). Developing countries such as 
CLMV were able to export agriculture, textiles and garments and manufacturing goods that 
will raise the demand for unskilled labour in the production factor. Hence, wages in the 
export sector will increase as the export rise and conversely wages in the import sector will 
fall, leading to an overall decrease in wage dispersion (Roser & Cuaresma, 2016). 
 
The distributional effect of FDI in developing host economy is similar to that of 
international trade according to the HO model and SS theorem. They predicted that FDI 
should take advantage of the abundance of low-skilled workers, which in turn decreases 
wage dispersion and income inequality in the host economy (Mihaylova, 2015). However, 
there are several authors have addressed important theoretical arguments against these 
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predictions. Feenstra-Hanson’s model (1997) mentioned that unskilled-intensive in a 
developed country may be skilled-intensive in terms of labour market of the recipient 
developing countries. Hence, FDI from developed to developing country potentially increase 
income inequality both in the former and in the latter. Secondly, technological transferred 
through FDI are likely to be more skill-intensive than those used in the host economy before 
economic integration. The domestic market increase the demand for skilled labour and 
exacerbate inequality, which are opposite from SS theorem (Lee & Vivarelli, 2006). 
Economic integration that is often accompanied by market-oriented policies might also lead 
to income dispersion in the host country (Milanovic, 2003).  
 
Regional integration is an initiative to promote further economic ties and mutual 
economic interdependence within countries that are geographically situated nearby to one 
another in recent decades (Robson, 1987; Mutharika, 1972). Countries with different 
economies combined and carried out policies that establish joint institutional mechanisms, 
reduce discrimination and restrictions and encourages economic and financial convergence 
(Salvatore, 2007; Venables, 1999). These countries engaged in agreement to removed and 
reduced tariff and non-tariff barriers and coordinate their trade activities (Hayakawa, Ito & 
Kimura, 2016). There are five stages of regional economic integration- free trade area, 
customs union, common market, economic union and political union. The development of 
regional integration through political and economic often go through the classic static and 
dynamic effects relevant for its time (Marinov, 2014). The static analysis is the fundamental 
theory that explained the benefits of economic integration through increased efficiency 
during production and consumer welfare. As the economic conditions, trade environment 
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and market regulations developed, new economic integration theory was introduced and 
referred to dynamic analysis.  
 
The static effects happened when trade barriers among participated countries were 
removed and resources were relocated to countries with cheaper labour and higher 
productivity during the production process. Viner (1950) was the first to consider the welfare 
and introduction to the fundamental concept of trade creation and diversion related to 
preferential trade agreements were based on the seminal book “The Customs Union Issues”. 
The study remained an important analytical framework to distinguish the pros and cons of 
economic integration (Catudal, 1951; Salera, 1951). Regional trading bloc eliminated or 
reduced the trade barriers through agreements that allowed member countries to enter the 
area of each other. Hence, the country can now shift to other locations where resources are 
relatively cheaper and efficient production is possible. The country would be driven to 
engaged in regional agreement when trade creation outweighs trade diversion.  
 
Trade creation happens during a shift in the direction from a higher cost domestic 
producer to a lower cost member country in the regional trade agreement. The efficiency and 
improvement in the allocation of resources towards more productive member were 
presumably beneficial for welfare. Resources can also be distributed and used more 
effectively elsewhere in the economy. Contradictory, the existing trade barriers with non-
member countries caused trade diversion. The country diverted the production from a low-
cost non-member country to a higher cost member country. This shift reduced the welfare 
gained as trade has shifted away from an initial low cost and efficient non-member country. 
Plummer (1997) and Hassan (2001) argued that the phenomena of trade diversion would 
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contribute to inefficiency during the process of production and divert away from 
comparative advantage. The country engaged in regional trade agreements can either 
increase and decrease welfare relied heavily upon the relative magnitudes of the trade 
creation and trade diversion effects (Viner, 1950).  
 
With the change in global economic conditions, it was found that static analysis was 
not sufficient in explaining the impact of integration on welfare. Balassa (1961) was the first 
researcher that introduced the new theories of economic integration based on the concept of 
dynamic effects. Cooper and Massell (1965) were also considered as prominent economists 
that intensified the requirement of dynamic analysis. It was developed as an alternative to 
measure the influence of economic integration imposed on welfare. They argued that a 
different analytical framework should be considered as the static analysis fails measures the 
benefits yielded from the changes in terms of trade, economic of scale, and declined in 
unemployment. In the long run, the implications of dynamic effects imposed on regional 
integration are significant than static effects. Countries may experience changes in economic 
performance and structure, market penetration and level of economic growth (Plummer, 
1997). Balassa (1961) proposed four criterions that can subsequently measure the economic 
welfare from an integration agreement. These are economies of scale, changes in investment 
flows, the potential for industrial expansion and income redistribution within countries 
 
The concept of market size and economies of scale is an important factor to stimulate 
integration and development, especially for developing countries. Corden (1972) was the 
first to introduce the concept of economies of scale into the customs union theory. The 
formation from mutual trade agreement reduced the average cost as the local industries were 
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experiencing market expansion referred to “cost reduction effect”. While the “trade 
suppression effect” happened when the importation of goods from a productive supplier was 
shifted towards less productive member suppliers and dampened the welfare effect. The 
opening up of the domestic market with varieties of economic activities allowed firms to 
operate and produce goods on a larger scale, enjoyed comparative advantage and maximized 
efficiency. Countries were also able to specialize in their production and further reap the 
benefits of economies of scale through redistribution of resources (Siah, Choong, 
Zulkornain, 2009). Ramasamy (1995) found that Indonesia, the Philippines and Thailand 
experienced positive gains from AFTA. The reallocation of resources helped these countries 
especially Indonesia to yield benefits from intra-industry trade in the long term.   
 
Foreign direct investments boost market-driven integration schemes and were 
considered as a prominent incentive to facilitate better economic integration as they created 
higher possibilities for market penetration (Shams, 2003). Similarly, Baldwin, Forslid and 
Haaland (1995) and Dunning and Robson (1998) introduced the concepts of investment 
creation and diversion. They believed that these investments were another significant 
dynamic effects that are compliments to integration as it would not be possible without the 
practice and execution from the agreements. The establishment of economic policies 
facilitated the flow of investment into the region as a whole has become an increasingly 
complementary activity (Inotai, 1991; Lawrence, 1997). When investment restrictions were 
removed, the capital investment would be directed towards the country with a relatively 
cheaper factor of endowments and lower cost of production. Studies conducted in EU, 
NAFTA, ASEAN and CEEC also shown that regional integration attracted numerous foreign 
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investment opportunities into the region (Brenton, Di Mauro, & Lücke, 1999; Feils & 
Rahman, 2008; Uttama & Peridy, 2009). 
 
The private sector participation remained as the backbone for the current wave of 
regionalism (Lawrence, 1997). Similarly, in ASEAN the enormous potential of the private 
sector also played a significant role and remained a driver in the process of economic 
integration in promoting regional cooperation (Rosellon & Yap, 2010). The private sector is 
often seen as a crucial role in the success of integration partly due to its dynamic, vibrant 
and active role to grasp existing opportunities in the trading system. With many countries in 
ASEAN are still facing a shortage of skilled labour and skilled mismatched, the private 
sector can initiate technical vocational education and training to enhance skill development 
that remained competency in the domestic workforce (Organisation for Economic 
Cooperation and Development [OECD], 2016). The public sector can also play its role in 
funding micro, small and medium-sized enterprises and strengthening the business 
intermediary and support organization (European Commission, 2018). A deeper public-
private partnership can ensure sustainable and inclusive economic growth, job creation and 
poverty reduction. Given the limited resources from the government, the public sector can 
contribute to infrastructure and facilities development that would benefit the poor in the long 
run (Bose & Bristy, 2017). 
 
The world has increased its dependency on the servicing sector due to the importance 
and share of the servicing sector in the economies in most developed and developing 
countries (Hosny, 2013). Trade in services improved economic performance and provided 
the industry with a range of traditional and new export opportunities (OECD, 2008). 
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Government has also emphasized their focus on service sector in planning for economic 
development. Many of the ASEAN economies are transitioning from agriculture to 
manufacturing and some into the service sector as the main sources of the economy. The 
revolutionary change of service sector varies widely from huge scale international 
corporations to locally owned and operated small businesses. Healthcare outsourcing, real 
estate, insurance, software development and legal outsourcing are the fastest growing 
industry among the services sector (Mohd Sahar, Nik Fatimah & Nurul Nisa, 2011). CLMV 
countries with large populations of unskilled labour can be engaged in tourism, 
transportation, retail sector, eateries and other business-to-business services based on 
customer preferences and requirements. Public employment services played a vital role in 
job creation providing employment to the local community and benefit the poor (Marketing 
Management, 2012).   
 
Integration was also seen as a catalyst for technological changes and innovation that 
may significantly influence the economic growth of developing countries (Schiff & Winters, 
1998). Diffusion of technology and machinery know-how through investment from the 
multinational firms and trade improved volume and quality of production and raised 
productivity. Technological improvement was also considered as a stepping stone to raise 
international competitiveness and penetrate the regional market. However, the horizontal 
and vertical process of technology transfer was carried out based on the intensity of 
integration agreements within the region. The horizontal technology transfer process 
occurred when full technology was transferred for the use of producing particular goods 
while the vertical process only transferred part of the required technology to the host country 
to produce a particular stage. Cross country technology dissemination contributed to more 
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benefits than harms towards firm performances, productivity and economic growth (Coe & 
Helpman, 1995; Arnold & Javorcik, 2009). 
 
2.3 Empirical Findings 
 
Majority of the regional integration studies earlier focused on the European process 
as the most developed model of regional integration, but the results have been inconclusive. 
Studies revealed that the success of regional integration in reducing inequality can be 
attributed towards the strong drive among the economies to move forward in integrating their 
markets (Jena, 2018; Kuo & Lee, 2017; Ametoglo & Guo, 2016; Beckfield, 2006; Ben-
David, 2001; Armstrong, 1995). Surprisingly, other studies found patterns of divergence 
through regional integration and potentially deteriorate inequality (Busemeyer & Tober, 
2015; Beckfield, 2009; Western 1999; Arestis & Paliginis, 1995; Ben-David, 1993). In view 
of the importance of the influence of regional integration on inequality, the Southeast Asia 
region cooperation and integration has become a prominent issue of academic research and 
policy debate (Shahriar, Qian & Kea, 2018; Jena, 2018; Tung & Bentzen, 2018; Huh & Park, 
2017; Durongkaveroj, 2015; Kabir & Salim, 2014; Park & Ruiz Estrada, 2010; Petri, 
Plummer & Zhai, 2012).  
 
Park (2000) examined the intra-Southeast Asian income convergence phenomena as 
a key determinant of closer economic cooperation among the countries in the long-run. 
Results of the ASEAN countries through Theil entropy index and Theil’s second measure 
strongly suggest that intercountry were showing sign of divergence instead of convergence 
from 1960 to 1997. Particularly Singapore, Malaysia and Thailand have experienced rapid 
29 
 
growth while the Philippines and Indonesia did not experience rapid growth. The higher 
income economies have outperformed the lower income economies leading to a widening of 
distribution among the ASEAN region. Felipe (2000) analysed the phenomena of 
convergence or catching up effects between the developed and developing economies 
through regional integration. A simple growth model of Kaldorian lines based on the 
Verdoorn Law is adopted to test for the catch-up effect in Asia. The benefits from trade 
expansion, capital investment and technological spillovers have not been distributed equally 
within the countries. Countries with higher per capita income in 1960 has grown faster and 
drifted apart during the 30 years considered causing the gap of income to widen.  
 
Contrary, Zhao and Serieux (2018) examined the patterns of income in East Asia 
under the influence of regionalization. Overall, the countries were experiencing reduced 
income inequality but at a different speed based on their initial income- low-income 
economies and those above the regional average.  The drivers of reduced inequality can be 
attributed to the increased in FDI, portfolio investment, trade in high-technology goods. 
Tung and Bentzen (2018) investigated the regional income convergence in Indochina as the 
real incomes have been growing at a rapid pace within the region. Empirical findings showed 
that Cambodia, Myanmar, Thailand and Vietnam were converging towards Malaysia’s real 
income while Laos showed inconclusive results. Thus, Indochina showed the trend of 
convergence associated with a catching-up process especially on the least well-off countries 
against the income level in Malaysia during the last two decades. Ezaki and Nguyen (2008) 
studied the link between regional economic integration, growth, income distribution and 
poverty in China, Indonesia, Thailand and Vietnam. The study based on general equilibrium 
30 
 
model found that East Asia free trade agreements has a positive influence on income 
distribution. 
 
Zhang (2006) examined the long-run trade-convergence relation in three trade blocs, 
EU, ASEAN and NAFTA by adopting Granger-causality and cointegration approaches. The 
two variables involved are ratio variables, Gini index of GDP per capita and intra-region 
trade to region’s GDP of the respective regional bloc. The empirical findings showed that 
free trade showed a bilateral relationship against income divergence between countries at 
the low developmental stage and rich trade partners. EU similarity of development level and 
economic structure showed sign of north-north trade and free trade contributed towards the 
income convergence in the long-run. On the other hand, ASEAN at a low developmental 
stage driven by comparative advantage postulated a south-south trade with free trade are 
associated with divergence of income. Lastly, NAFTA representing a north-south trade with 
increasing trade lead to divergence of income, with only one-way causality from divergence 
to trade. Hence, trade between rich and poor countries does not significantly leads to catching 
up effect. However, when a country surpasses a certain developmental level, the bilateral 
causality of trade and income convergence was found against countries in the same stage.  
 
Ben-David (1993) found evidence of reduction in income disparity through trade 
reform within the EU region by creating indexes of trade barriers. Li, Squire and Zou (1998) 
observed the pattern for 112 developed and developing countries and concluded that exports 
are negatively correlated towards inequality. Egalitarian distribution of land helped to 
benefit the poor and eventually leads to further improvements in inequality. Consequence, 
the expansion of political liberties, secondary education and financial depth have a greater 
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influence in narrowing inequality for both rich and poor. Frankel and Romer (1999) used 
instrumental variables approach on 150 countries for the year 1985. As a result, trade has a 
statistically positive impact on income by spurring the accumulation of physical and human 
capital and by increasing output for given levels of capital. Irwin and Tervio (2002) adopted 
the ordinary least square instrumental variable techniques on trade and income in 150 
countries for 1913, 1928, 1938 and 1954. The results were consistent with Frankel and 
Romer (1999) findings. Chakarbarti (2000) evaluated the effect of international trade on 
intra-national distribution of income. The sample from 73 countries in 1985 found that 
greater participation of trade significantly reduce Gini coefficient. 
 
By employing a time-series approach, Tsou (2002) and Li and Xu (2003) found 
income inequality fell with the increasing degree of export orientation of firms through the 
investment of new and more advanced technology in Taiwan and China, respectively. 
Reuveny and Li (2003) studied the consequence of trade openness and democracy on 
inequality for both developed and less developed countries in OECD. Dollar and Kraay 
(2003) found that the increased growth rate that was associated with an expanded trade 
contributed to a proportionate increase in the income of the poor. Hence, integration 
facilitated faster growth and inequality reduction within the poor. A higher level of 
democracy and trade openness is associated with more equitable income distribution within 
countries.  Baliamoune-Lutz and Lutz (2004) evaluated the influence of financial deepening 
and openness through foreign capital and trade in rural-urban inequality in Africa. As 
agricultural products constitute the bulk of exports, trade openness played a vital role in 




Kweka and Mboya (2004) found that regional trade had a higher anti-poverty impact 
on Tanzania by providing the poor with employment and sales opportunities. Ehrhart (2005) 
findings based on panel analysis on seventeen Latin American and seven East Asian 
countries depicted that openness to foreign trade improved inequality. Ferreira Filho & 
Horridge (2006) used a CGE and a Household Model to examine how trade integration can 
influence the income distribution and poverty of Brazil. Surprisingly, the domestic market 
provided more opportunities for the overall economy than the external market. The 
inequality reductions concentrated on the poorest household was associated with an increase 
in the activity level of the particular composition of labour demand in regional booming 
industries. By using a macro-oriented Computable General Equilibrium (CGE) model and a 
micro-stimulation (MS) model, Herault (2007) found that trade reduced inequality within 
the South Africa region. Similarly, Faustino and Vali (2011) found that economic 
globalization through the trade openness reduced income inequality in OECD countries from 
1995 to 2007.  
 
Petri et al. (2012) also adopted the Computable General Equilibrium (CGE) model 
to evaluate the implications of deep integration efforts among the ASEAN countries. The 
deepening of regional integration and global linkages through the ASEAN Economic 
Community helps to facilitate trade creation and reduced regional inequalities between the 
economies. The welfare gains among the countries will eventually speed up the integration 
process of the region as a whole. Auguste (2012) tested the income inequality in the EU 
using the convergence hypothesis. The decreased in dispersion of the Gini coefficient 
between 1980 to 2007 was driven by economic and political integration. Lim and McNelis 
(2013) showed that trade openness has a larger influence on inequality compared to foreign 
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direct investment or foreign aid provided in 42 low and middle-income countries. Countries 
with high labour intensity in production generated lower inequality in response to favourable 
shocks and export demand and terms of trade.  
 
Pham (2014) adopted the augmented gravity model and found that the Asia Pacific 
region supports the creation effect of intra-regional exports within countries with the same 
development level in reducing within-country inequality. Siddiqui and Zaheer (2017) 
evaluated the economic progress of Pakistan that was associated with the country opening 
up their markets for international trade during the last 20 decades. The time series 
methodology indicated that Pakistan’s GDP has narrowed and convergence against SAARC. 
Cerra (2017) used the countries exogenous characteristics to construct an instrument for 
trade openness and examine the cross-country relationship between trade and income 
inequality. The findings from net Gini coefficient postulated an inequality reduction effect 
of trade. Furuoka et al. (2018) adopted the Kalman filter method-based state space model 
(SSM) method and unit root to analysed the influence of trade in promoting the removal of 
trade restrictions on the income convergence among the ASEAN-5. Surprisingly, income 
convergence was only found in between Malaysia and Indonesia while the remaining 
countries remained inconclusive.  
 
 Contrary, Galiani and Sanguinetti (2003) explored the rapid process of trade and 
wage structure in Argentina. The findings supported the view that trade through import 
penetration has deteriorated the inequality within the country. Beckfield (2006) accessed 
regional integration using the political and economic dimensions for 12 Western European 
countries from 1973 to 1997. The empirical evidence from random and fixed effects analysis 
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showed that regional integration explained nearly half of the increased inequality of the 
region. Ghosh (2007) evaluated the economic integration among the selected Asian 
economies through macroeconomic performance and existing trade and investment 
relations. Augmented Dickey-Fuller (ADF) univariate and Maximum Likelihood (LM) 
multivariate time series illustrated a weak cointegration, huge differences of structure and 
development and variations of economic performance across countries in the long-run 
relationship.  
 
Meschi and Vivarelli (2009) presented the distributive consequences of trade flows 
in 70 developing countries from 1980 to 1999. The results showed that the rise of inequality 
can be attributed by the technological advancements that were associated with international 
trading with the advanced country. Technological advancements created demand for skilled 
labour and eventually widen the wage differentials that caused income inequality. As poverty 
is a grim reality within the ASEAN countries, Duasa (2010) observed the phenomena of 
convergence of per capita GDP across 9 ASEAN countries from 1960 to 2001. The nine 
ASEAN countries exhibited an absence of per capita income convergence but rising per 
capita income dispersion within the region. Trade links, technology and resources coupled 
with a low level of openness and sluggish growth of exports and imports were the driver to 
the income divergence. 
 
Salman and Javed (2011) also found negative influence of economic integration on 
Pakistan economy. The results showed that an increased in import penetration ratio in the 
country leads to significant deterioration of income inequality of skilled labour compared to 
that of other skill-based labour. Raychaudhuri and De (2016) carried out a cross country 
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dynamic panel analysis on 14 Asian countries. The results presented that openness leads to 
unequal distribution of income and emphasized the gains for skilled labour through 
integration was the contributing factor. Results from Mahesh (2016) based on BRIC 
countries showed that an increased in volume of trade has worsened the distribution. With 
the majority of the population were unskilled labour and capital scarce, international trade 
accompanied by skill-biased technological innovation may have deteriorated a huge 
proportion of the population. Barusman and Barusman  (2017) analyzed the impact of trade 
openness on the level of income inequality in United States from 1970 to 2014. The study 
found that the trade increases income inequality. Export and import contributed significantly 
to a higher income inequality measured by Gini as income goes to the top 10% wealthiest 
people in the United States. 
 
 Subsequently, Zakaria and Fida (2016) showed that liberal trade policies have 
increased inequality in China and the South Asian Association for Regional Cooperation 
(SAARC) countries. Tee et al. (2017) analysed the nexus between trade openness and 
inequality in eight developing countries from 1985 to 2014 under the Kuznet framework. 
Overall, trade openness that significantly widens inequality based on the countries selected 
even though the influence was small. Ferreira Filho & Horridge (2006) used a CGE and a 
Household Model to examine how trade integration can influence the income distribution 
and poverty of Brazil. Surprisingly, the domestic market provided more opportunities for the 
overall economy than the external market. The inequality reductions concentrated on the 
poorest household was associated with an increase in the activity level of the particular 




 Several studies depicted economic integration based on the initial development and 
conditions within the country. Calderón and Chong (2001) found that the volume and 
commodities of exports greatly affect inequality. The developing countries that depended on 
the primary exports were most likely to experience an increased in inequality while 
developed countries with manufacturing exports are associated with narrowing inequality. 
Similarly, Gourdon, Maystre and De Melo (2007) found that trade most likely raised the 
inequality in countries with an abundant of highly skilled labour and capital or a high 
population of the labour force with little education. Hence, trade integration involving poor 
economies would widen the distribution. Similarly, Milanonvic (2002) and Yenipazarli and 
Kucukkaya (2016) also found that the influence of trade openness on the country varies 
depending on its initial income level. When a country is relatively poor, trade openness 
contributed to greater inequality. 
 
Barro (2000) and Milanovic (2005) found that trade openness dampened the 
inequality for least developed countries but the opposite tends to be true for rich Western 
countries. The poorer country needs to achieve a level of GDP per capita around US$13,000 
to yield the benefits from economic integration. The findings were supported by Bouvet 
(2007) that examined the impact of economic integration on regional disparities across EU 
regions using demographic, macroeconomic stability, fiscal policy and EU integration. The 
economic monetary union deteriorate inequality among poorer countries but contributed 
towards a reduction in regional disparity among the richer countries. Conversely, by using a 
two-sector growth model with heterogeneous labour, Kuo and Lee (2017) found that the 
influence of economic integration varies according to developing and advanced country in 
the EU. For developing countries, economic integration facilitates economic growth and 
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further contributed to decreasing inequality. However, inequality in advanced countries will 
only be reduced if the growth rate declines which does not support the Kuznets inverted-U 
curve. 
  
 Wagle (2007) found an inverted U curve on income inequality by focusing on the 
policies and initiatives from liberalization in the South Asia region from 1980 to 2003. 
Overall, inequality rises in the early stages with liberalization but begins to recede once 
liberalization surpasses a certain degree. Reducing inequality has been observed in more 
intensely liberalizing economies such as Pakistan and Sri Lanka. Likewise, Ametoglo and 
Guo (2016) discovered that intra-regional trade follows an inverted U-shape hypothesis in 
the Andean Community. The region initially experienced an increase in inequality but slowly 
reduces as the countries become fully integrated. 
 
 On the other hand, Abiad, Oones and Ueda (2008) examined the impact of financial 
liberalization on India, Jordan, Korea, Malaysia and Thailand using a firm-level data. 
Findings showed that financial liberalization strengthen the efficiency of allocation in a 
financial market and improved inequality. Bumann and Lensink (2016) found that capital 
account liberalization reduced inequality on 106 countries over the time period 1973 to 2008. 
The decreased in inequality was associated by high level of financial depth. Alternatively, 
Furceri et al. (2018) adopted the panel analysis and found that capital account liberalization 
increased inequality for 149 countries from 1970 to 2010. Erauskin and Turnovsky (2019) 
employed a stochastic growth model to evaluate the influence financial liberalization on 
income inequality. The costs of investing and borrowing abroad that favour the wealth 
exacerbate inequality in 96 countries from 1970 to 2015. 
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The brief review of the underlying impact of financial integration including FDI on 
income inequality have been studied extensively in the recent period. The empirical 
literature, however, are far from conclusion. Some studies find evidences for a detrimental 
distribution effect of FDI, others show that FDI alleviates income inequality. FDI facilitated 
employment creation, knowledge spillovers and economic growth through international 
trade has seen inequality improvement across the years. Bhandari (2006) investigated the 
impact of FDI on the U.S. income distribution and found that FDI significantly improve 
inequality. The impact was especially strong when the amount is above the national median. 
Jensen and Rosas (2007) explored the relationship between the investment received from 
multinational corporations and income inequality in Mexico from 1990 to 2000. Findings 
showed that FDI helped to reduce inequality within 32 states in Mexico. Farhan, Azman-
Saini and Law (2014) used a quantile regression approach to analyse the impact of FDI 
inflows on income distribution in Indonesia, Malaysia, the Philippines, Singapore and 
Thailand from 1970 to 2011. The findings reveal that FDI inflows have an inequality-
reducing effects in Malaysia, the Philippines and Thailand but perpetuates inequality for 
Singapore and Thailand.  
 
Mugeni (2015) found that the FDI inflows alleviate inequality in 153 developed and 
developing countries from 1995 to 2010. Additionally, education attainment and increase in 
human capital also helped in narrowing inequality. Chen (2016) also found that FDI has 
directly contributed a decline in rural-urban inequality in China. Trinh (2016) examined the 
influence of FDI inflows on income distribution across Vietnam’s from 2002 to 2012. FDI 
contributed significantly to improve the distribution of Vietnam at the province level. The 
FDI activities tend to narrow the income gap by employing the majority of low-skilled 
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workers and substantially increase their earnings. Ucal, Haug and Bilgin (2016) adopted the 
nonlinear auto-regressive distributed lag (NARDL) on Turkey from 1970 to 2008. The 
findings postulated statistically significant and negative impact of FDI on income 
distribution in the short- and long-run. 
 
However, in a cross-country framework, Tsai (1995) found that the level of economic 
development played a crucial determinant of income distribution in 33 countries across 
Asian economies. The FDI increased inequality particularly for the less developing countries 
under Southeast Asia. Based on a panel for 65 countries from 1980 to 1995, Beer and 
Boswell (2002) found that the dependence on FDI may be harmful to countries that are 
fighting against income inequality. Domestic and human capital investment suggested 
contributing to a better income distribution without much negative impact on growth. Te 
Velde and Morrissey (2002) do not find patterns of narrowing distribution of income through 
an increased in FDI in five East Asian countries over the period 1985 to 1998 but have raised 
inequality in Thailand. Mah (2002) investigated the influence of changes in trade values and 
FDI inflows imposed on the inequality in Korea. It was found that integration exacerbates 
inequality which was consistent with the Feenstra-Hanson (1997) hypothesis.  
 
Zhang and Zhang (2003) were concerned with the inequality in China at the 
provincial level. It was found that foreign trade and FDI in China were the contributing 
factors of the uneven distribution among provinces. A similar finding was reached by 
Reuveny and Li (2003), whose study was based on 68 countries in the period 1960 to 1996 
and found that a pernicious distribution impact associated with FDI. Time series analysis 
from Gopinath and Chen (2003) found that FDI deteriorate the income between the skilled 
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and unskilled labours in 11 developing countries. Likewise, Taylor and Driffield (2004) also 
found that inward FDI contributed to the increasing inequality based on an empirical analysis 
with the three-digit industry level for UK manufacturing sectors from 1983 to 1992. Choi 
(2004) found that outward FDI rather than inward FDI had a more detrimental effect on 
inequality between 16 source and 57 host countries. While FDI flow is important in human 
capital spillover, geographical closeness and common language are equally important.  
 
Lipsey and Sjöholm (2004) found that the inequality in the manufacturing industry 
in Indonesia was partly contributed by increase in FDI. Foreign manufacturing plants in 
Indonesia are selectively and biased towards more educated workers. Hence, these 
companies pay a higher price for labour of a certain education level than domestically owned 
ones. A study from Ehrhart (2005) based on seventeen Latin American and seven East Asian 
countries shown that increasing inequality has been observed as a consequence of inflows 
of FDI. Choi (2006) studied on 119 countries from 1993 to 2002 and found that both inward 
and outward FDI potentially exacerbate inequality for the host countries. However, the effect 
from outward FDI is greater than inward FDI. Basu and Guariglia (2007) also found that 
FDI exacerbates income inequality in the host country based on a panel study on 119 
developing countries from 1970 to 1999. The poor were unable to access to modern FDI-
based technology because of low initial human capital and imperfect credit markets leaving 
the poor harder to catch-up with the rich.  
 
Chintrakarn, Herzer and Nunnenkamp (2011) analyse the long-run impact of inward 
FDI on income inequality in Latin America from 1980 to 2000. The country specific and 
panel co-integration techniques found that inwards FDI contributed to widen of income gaps 
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in majority of the countries except for Uruguay. Similar findings were also found by Herzer, 
Hühne and Nunnenkamp (2014) among households in different samples of Latin America. 
Asteriou, Dimelis and Moudatsou (2014) investigated the inequality based on trade and 
financial variables across 27 countries in the EU over the period 1995 to 2009. Empirical 
results suggested that financial globalization through FDI, capital account openness and 
stock market capitalization has been a contributing factor towards widening of inequality 
within the countries. The highest contribution stems from FDI. Suanes (2016) analysed the 
relationship between FDI and income inequality in Latin American based on the sectoral 
perspective from 1980 to 2009. Manufacturing and servicing sector was found to worsen the 
income inequality within the countries.   
 
Figini and Görg (2011) used the inwards FDI to analyse the impact on wage 
inequality in 100 developed and developing countries. Surprisingly, the impact varies 
accordingly to the level of development. FDI improve inequality in developed countries but 
developing countries following the inverted U curve by widening inequality at the early stage 
but diminishes with further increase in FDI. Similarly, Baek and Shi (2016) studied the 
influence of financial integration across 26 developed and 52 developing countries from 
1990 to 2010. Deepening of financial integration reduce income inequality in developed 
countries but the oppose for developing countries. Developing countries would deteriorate 
with an imprudent dependence on a rapid opening up of their financial markets to foreign 
investors. Chen, Zhao and Zhou (2017) also found that the effects of FDI on China’s 
inequality from 1999 to 2007 following the inverted U curve. Likewise, Mihaylova (2015) 
found that FDI has the potential reduce income inequality in Central and Eastern Europe 
(CEE) between 1990 to 2012. However, the ability of the host country to reap the benefits 
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from the FDI depends largely on the level of education and economic development within 
the country. 
 
2.4 A Remark 
 
  
As a conclusion, this chapter includes the introduction of the literature review; the 
theoretical framework of economic integration on income inequality based on HO theorem 
and SS theorem; the traditional economic integration theories to new economic integration 










This chapter empirically evaluates the influence of regional economic integration 
towards domestic income inequality in selected ASEAN countries using panel analysis 
regression. Brunei Darussalam and Myanmar were excluded from the analysis due to data 
availability. Eight countries from 2005 to 2018 were adopted in the analysis. Due to the 
unequal and dissimilar levels of development amongst the states of a countries, the analysis 
was separated into three sample, ASEAN-8, ASEAN-5 and ASEAN-3. This study employs 
the panel unit root, panel cointegration, fully modified ordinary least squares and panel VAR 
Granger causality Wald test. The core objective is to empirically analyse which influencing 
factors drive domestic inequality in selected ASEAN countries.   
 
This chapter is classified into five sections. This includes an introduction, data 
description, empirical framework, the design of the research framework and the data used, 
and a conclusion. 
 
3.2 Data Description 
   
 This study uses annual data for selected ASEAN countries covering the period 2005 
to 2018. The data are obtained from the World Development Indicators (WDI), Standardized 
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World Income Inequality Database (SWIID) and CEIC in order to measure the influence of 
imposed integration on the income inequality of a country.  
 
3.2.1 Income Inequality 
 
The Gini coefficient collected from SWIID from Solt (2016) is selected to measure 
the income inequality. The inequality concept is used to “describe how an indicator of well-
being is distributed over a particular population” (Son, 2011). It also refers to how equal or 
unequal the distribution of household disposable income that a society generates among its 
members.  Gini was defined by Corrado Gini in 1912 as follows:  
 
𝐺𝑖𝑛𝑖 =  
1
2𝑛2𝜇









𝑛= Sample size 
𝜇= Average of income 
𝑦𝑖, 𝑦𝑗= Individually observed incomes  
 
 Gini ranges from 0 to 1, where 0 means an equal distribution of income among all 
the individuals and 1 refers to only one person receiving all the income. Economic regional 
integration is a “dynamic process that entails a country’s willingness to share or unify into a 
larger whole” (Enciso, 2011). Following Beckfield (2006), economic regional integration is 
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measured through intra-regional exports. On the other hand, this study proposes to analyse 
the relations between economic integration through trade and financial channel and levels of 
inequality.  
 
3.2.2 Trade Integration 
 
Following previous studies to capture the influence of trade integration, trade is 
represented by three measures of trade integration: trade openness, intra- export and intra-
import. Trade openness is the most commonly used variable to assess trade integration in 
other studies (Furuoka et al., 2018; Selvarajan & Ab-Rahim, 2017; Tee et al., 2017; 
Ametoglo & Guo, 2016; Mahesh, 2016; Yenipazarli & Kucukkaya, 2016; Zakaria & Fida, 
2016; Lee & McNelis, 2014; Jaumotte et al., 2013). To further examine the impact of export 
on reducing inequality, intra-export is split by sector of origin- agriculture, manufacturing 
and services.  
 
3.2.3 Financial Integration 
 
Specifically, financial integration is measured by three indicators, which are financial 
openness, inflow and outflow of foreign direct investment as a share of GDP. Financial 
openness indicator is proxied by the Chinn and Ito’s (2006) KAOPEN indicator, which 
reflects a capital account control indicators constructed based on IMF’s Annual Report on 
Exchange Arrangements and Exchange Restriction (AREAER). The financial integration 
explanatory variables are standard measures that are widely used in previous studies (Furceri 
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et al., 2018; Selvarajan & Ab-Rahim, 2017; Chen, 2016; Mugeni, 2015; Jaumotte et al., 
2013; Chintrakarn et al., 2011). 
 
3.2.4 Control Variables 
 
The analysis also includes a number of control variables important in determining 
how inequality has changed the countries in recent years. These include domestic financial 
development, measured by the ratio of private credit to GDP, access to education, measured 
by average years of education, and inflation rate measured by consumer price index.  
 
Table 3.1: Variable Definition and Data Source 










Trade Openness (% of GDP) 
 
CEIC 
EX Exports to ASEAN (% of total 
exports) 
CEIC 
AGR Exports of agriculture products to 
ASEAN (% of total exports) 
CEIC 
MANU Exports of manufacturing products 
to ASEAN (% of total exports) 
CEIC 
SER Exports of servicing products to 
ASEAN (US$ Million) 
CEIC 
IM Imports to ASEAN (% of total 
imports) 
CEIC 
FO Capital market restriction measure 
(KAOPEN index) 
AREAER 
FDII Foreign direct investment, net 
inflows from ASEAN (% of GDP) 
WDI 
FDIO Foreign direct investment, net 









SCH Mean years of schooling (years) CEIC 
CPI Inflation, consumer price index WDI 
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3.3  Empirical Specification 
 
Ideally, our estimation methodology should be motivated by a particular theoretical 
framework, even if the estimation is not structural. However, there is no formal theory that 
incorporates the effects of trade and financial integration in a model of income inequality 
(Jaumotte et al., 2013). Therefore, our estimation will not be linked directly to any existing 
theory, but will incorporate key ingredients of the prominent theories in the literature. This 
study follows closely the approach that of Jaumotte et al. (2013) and Dabla-Norris, Kochlar, 
Suphaphiphat, Ricka & Tsounta (2015).  In connection with the discussions of the previous 
section, trade openness and financial integration is combined with an estimation model as 
follows, where the selected variables are expected to estimate the income inequality in 
selected ASEAN countries. The empirical analysis is based on the standard panel analysis 
regression model as follows: 
 
ln (𝐺𝐼𝑁𝐼)𝑖𝑡 = 𝛼𝑜 + 𝛼1 (𝑇𝑂)𝑖𝑡 +  𝛼2 (𝐹𝑂)𝑖𝑡 + 𝛿(𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑠) + 𝜇𝑡 + 𝜂𝑖 + 𝑖𝑡         
             Equation 3.1 
         
Regional integration is divided between various measures of trade openness and 
financial openness. The subscripts 𝑖 = 1, ⋯ , 𝑁  and 𝑡 = 1, ⋯ , 𝑇 refer to the cross-section 
and time series dimensions of the data, respectively. Specifically, to capture the influence of 
trade integration, 𝑇𝑂𝑖𝑡 is measured by trade openness to determine how much the economic 
is expose and rely on international trade. Financial integration, 𝐹𝑂𝑖𝑡 on the other hand, is 




ln(𝐺𝐼𝑁𝐼)𝑖𝑡 = 𝛼0 + 𝛼1𝐸𝑋𝑖𝑡 + 𝛼2𝐼𝑀𝑖𝑡 + 𝛼3𝐹𝐷𝐼𝐼𝑖𝑡 + 𝛼4𝐹𝐷𝐼𝑂𝑖𝑡 + 𝛿(𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑠) +
𝜇𝑡 + 𝜂𝑖 + 𝑖𝑡                          Equation 3.2 
 
The de facto measures of trade and financial openness further decompose into 
subcomponents. Trade openness is replaced by the individual intra export and import shares 
to GDP, while financial openness is decomposed into inward and outward FDI to examine 
the channel that contributes towards the widening or narrowing income inequality.  
 
ln(𝐺𝐼𝑁𝐼)𝑖𝑡 = 𝛼0 + 𝛼1𝐴𝐺𝑅𝑖𝑡 + 𝛼2𝑀𝐴𝑁𝑈𝑖𝑡 + 𝛼3𝑆𝐸𝑅𝑖𝑡 + 𝛼4𝐼𝑀𝑖𝑡 + 𝛼5𝐹𝐷𝐼𝐼𝑖𝑡 +
𝛼6𝐹𝐷𝐼𝑂𝑖𝑡 + 𝛿(𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑠) + 𝜇𝑡 + 𝜂𝑖 + 𝑖𝑡            Equation  3.3 
 
To better understand the inequality reducing impact of intra-export, the export to 
GDP ratio is split by agriculture, manufacturing and services.   
 













Figure 3.1: Research Framework 
 






- Domestic private credit 




The framework above shows that the variables influencing the distribution of income 
inequality through trade and financial integration. Empirical findings from previous studies 
show mixed results in terms of the influence of regional integration imposed on income 
inequality. For this research, Chapter 4 will further illustrate the empirical results and explain 
the relationships of each variables towards income inequality for countries in ASEAN-8, 
ASEAN-5 and ASEAN-3.  
 
3.5 Data Analysis 
 
 The design of this study presents some econometric techniques to investigate the 
empirical model. Eviews software is used to analyse the data and provide result on the study 
of relationship between variables. This study explains panel unit root test, panel 
cointegration, fully modified ordinary least square (FMOLS) and panel VAR Granger 
causality Wald test. Estimations of all these four methods is conducted so as to incorporate 
the best fit of the estimation. The analysis was repeated based on ASEAN-8 (excluding 
Brunei Darussalam and Myanmar), ASEAN-5 (Indonesia, Malaysia, the Philippines, 
Singapore and Thailand) and ASEAN-3 (Cambodia, Laos and Vietnam). 
 
3.5.1 Panel Unit Root 
  
The panel unit root has several benefits as compared to a conventional time series 
approach. Univariate unit root tests such as augmented Dickey- Fuller (1979) and Phillips- 
Perron (1988) are broadly reported to have low power performance when the sample size is 
small. However, Levin, Lin and Chu (2002) and Im, Pesaran and Shin (2003) proved that 
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the power of unit root tests that use panel data is substantial improvement over univariate 
testing procedures. Thus, considering the advantages and disadvantage of each method, this 
study employed all panel unit root techniques, namely Levin, Lin and Chu (2002), Im, 
Pesaran and Shin (2003), Augmented Dickey- Fuller (1979) and Phillips- Perron (1988).  
 
 The Levin, Lin and Chu (2002) test is known as a pooled Dickey– Fuller test or an 
augmented Dickey- Fuller (1979) test when lags are included by assuming the null 
hypothesis that of non-stationarity (Sehrawat & Giri, 2016). The Levin, Lin and Chu (2002) 
test assumes homogeneity in the dynamics of the autoregressive (AR) coefficients for all 
panel members. In particular, the Levin, Lin and Chu (2002) test assumes that each 
individual member in the panel shares the same AR(1) coefficient, but allows for individual 
effects, time effect and possibly a time trend. The model only allows for heterogeneity in the 
intercept and is specified as follow:  
 
∆𝑌𝑖,𝑡 = 𝑎𝑖 + 𝛽𝑌𝑖,𝑡−1 + ∑ 𝑎𝑗∆𝑌𝑖,𝑡−𝑗 + 𝑖𝑡
𝑘𝑖
𝑗=1                    Equation 3.4 
 
Where ∆𝑌𝑖,𝑡 is a series for panel member (countries) i, over period 𝑡 ((𝑖 = 1, 2, 3 … 
N); 𝑡 = 1, 2, 3, … 𝑡)), 𝑘𝑖 represents the number of lags in the ADF regression and the error 
term 𝑖𝑡 are assumed to be independent and normally distributed random variables for all 𝑖 
and 𝑡 zero mean and finite heterogeneous variance. The lag order 𝑘𝑖 in Equation 1 is allowed 
to vary across panel members. Here, it is assumed that 𝐻0: 𝛽 = 0 meaning that panel series 
contains a unit root and the alternate hypothesis is that all individual series in the panel are 




Further, Im, Pesaran and Shin (2003) test is not as restrictive as the Levin, Lin and 
Chu (2002) test, as it permits heterogeneous coefficient. Hence, it is also called as a 
‘heterogeneous panel unit root test’. In addition of the earlier, the Im, Pesaran and Shin 
(2003) test allows individual effects, time trend, and common time effects. The model for 
IPS test is given as follows:  
 
∆𝑌𝑖,𝑡 = 𝑎𝑖 + 𝛽𝑖𝑌𝑖,𝑡−1 + ∑ 𝑎𝑗∆𝑌𝑖,𝑡−𝑗 + 𝑖𝑡
𝑘𝑖
𝑗=1                           Equation 3.5 
 
3.5.2 Panel Cointegration Test 
 
 In analysing of cointegration and causality, the first panel cointegration test applied 
is the Pedroni (1999) co-integration test. Pedroni’s co-integration test allows for 
heterogeneous variance across cross-sections. The co-integration test is based upon Engle-
Granger’s two-step co-integration test. Any presence of long run relationship indicates that 
variables move in the same direction over time, therefore any short run divergence is 
automatically being corrected.  
 
Pedroni (1999) proposed seven different residual-based panel co-integration test-
statistics which are grouped into the categories of panel co-integration statistics and group 
mean panel co-integration statistics to test the null hypothesis against alternative hypothesis. 
The Pedroni panel co-integration test is based on the estimation of following regression 
model.  
 




  t  = no. of observations 
 M = no. of regression variables 
 
The second panel cointegration is evaluated using the approaches suggested by Kao 
(1999) and Maddala and Wu (1999). Considering the following system of cointegrated 
regressions:  
 
𝑦𝑖𝑡 = 𝛼𝑖 + 𝛽𝑖𝑥𝑖𝑡 + 𝑢𝑖𝑡                       Equation 3.7 
  
Where 𝑖 = 1, ⋯ , 𝑁, 𝑡 = 1. , 𝛼𝑖  are individual constant terms, 𝛽  is the slope 
parameter, 𝑢𝑖𝑡  are stationary disturbance terms and finally by construction, 𝑦𝑖𝑡 and 𝑥𝑖𝑡 are 
integrated processes of order one for all 𝑖 . Kao (1999) derives two types of panel 
cointegration tests. The first is a Dickey- Fuller (DF) type test and the second is an 
Augmented Dickey- Fuller (ADF) type test. DF- type test can be computed from the 
estimated residuals as:  
 
?̂?𝑖𝑡 = 𝜌?̂?𝑖𝑡−1 + 𝑣𝑖𝑡                   Equation 3.8 
 
For the ADF test, the following ADF was computed:  
 
?̂?𝑖𝑡 = 𝜌?̂?𝑖𝑡−1 + ∑ ∅𝑗∆?̂?𝑖𝑡−𝑗 + 𝑣𝑖𝑡
𝜌




Kao (1999) proposed four DF- test statistics. The first two DF statistics are based on 
assuming strict exogeneity of the regressors with respect to the errors in the equation, while 
the remaining two allow endogeneity of the regressors. In addition, Kao (1999) proposed an 
Augmented Dickey- Fuller (1979) test statistics. Finally, the DF statistics, which allow for 
endogeneity, and the ADF statistic involve deriving some nuisance parameters from the long 
run conditional variances Ω. The asymptotic distributions of all tests converge to a standard 
normal distribution N (0,1) as T→ ∞ and N→ ∞. Augmented Dickey- Fuller (1979) test 









                    Equation 3.10 
 
The third panel cointegration test applied is the Johansen- Fisher type panel 
cointegration test developed by Maddala and Wu (1999). Fisher’s result was used to 
proposed an alternative approach to test for cointegration in the panel data by combining 
tests from the individual cross- sections to obtain a test statistic for the pull panel. The 
Johansen- Fisher panel cointegration test is panel version of the individual Johansen 
cointegration test. The Johansen- Fisher panel cointegration test is based on the aggregates 
of the p- values of the individual Johansen maximum eigenvalues and trace statistic. If 𝑝𝑖 is 
the p- value from an individual cointegration test for cross- section i, under the null 








Where 𝜒2 (2n) is a chi- square distribution with 2N degrees of freedom. The 𝜒2 value 
is based on MacKinnon- Haug- Michelis (1999) p- values for Johansen’s cointegration trace 
test and maximum eigenvalue test. In the Johansen type panel cointegration test results 
heavily depends on the number of lags of the VAR system.  
 
However, only the second panel cointegration approaches suggested by Kao (1999) 
and Maddala and Wu (1999) will be adopted in this study. Given the number of variables 
that are adopted in this study, Pedroni (1999) cointegration test will not be suitable because 
the test is only available for groups containing sever or fewer series (Eviews, 2019).  
 
3.5.3 Panel Cointegration Estimation   
 
Once the cointegration relationship is established, the next step is to estimate the 
long-run parameters. FMOLS has been proposed to estimate the panel cointegration 
parameters. The FMOLS methodologies are proposed by Kao and Chiang (2002) to estimate 
the long- run cointegration vector, for non- stationary panels. Panels FMOLS are methods 
that are efficient to eliminate the problems of serial correlations and endogeneity. According 
to Pedroni (2000), group mean tests are preferred over the pooled tests since they allow 
greater flexibility under the alternative hypothesis.  
 
The group- mean panel FMOLS method is based on the following panel regression 
model 
 
𝑌𝑖𝑡 = 𝛼𝑖 + 𝛽𝑋𝑖𝑡 + 𝑒𝑖𝑡  
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𝑋𝑖𝑡 = 𝑋𝑖𝑡−1 + 𝑖𝑡              Equation 3.12 
 
Here, 𝑒 and  are error terms and are accepted as stationary. The panel FMOLS 
estimator for 𝛽 estimators can be estimated as follows:  
 
𝛽𝑁𝑇
∗ = 𝑁−1 ∑ (∑ (𝑋𝑖𝑡
𝑇
𝑡=1 − ?̅?𝑖)
2)−1𝑁𝑡=1   
× (∑ (𝑇𝑡=1 𝑋𝑖𝑡 − ?̅?𝑖)
2𝑌𝑖𝑡
∗ − 𝑇𝜏?̂?  
𝑌𝑖𝑡
∗ = (𝑌𝑖𝑡 − 𝑌?̅?) −
?̂?2𝑙𝑖
?̂?22𝑖









0 )                     Equation 3.14 
 
Here, Ω𝑖 = Ω𝑖
0 + Γ𝑖 + Γ𝑖
′  shows long- run covariance matrix where Ω𝑖
0  is the 
contemporaneous covariance and Γ𝑖  is a weighted sum of covariances. 𝐿𝑖  is the lower 
triangular in the decomposition of Ω𝑖.  
 
3.5.4 Panel VAR Granger Causality Wald Test  
  
To analyse the pairwise causal relationship between income inequality, trade 
openness and financial openness, this study adopted the panel data vector autoregressive 
(PVAR) model that joined the panel data approach with the traditional VAR method 
developed by Love and Zicchino (2006). Abrigo and Love (2016) expand the suit of routines 
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for the original PVAR developed to include sub-routines to help implement Granger 
causality tests and optimal moment and model selection. The PVAR routine with Granger 
causality post estimation helps us to identify the direction of causality between income 
inequality, trade openness and financial openness. The PVAR model equation is showed 
below:   
𝑧𝑖𝑡 = Γ0 + Γ1𝑧𝑖𝑡−1 + 𝑓𝑖 + 𝑑𝑐,𝑡 + 𝑡              Equation 3.15 
  
There are three major advantages of the PVAR model: Firstly, this method makes a 
flexible framework that combines the traditional VAR approach with panel data and increase 
the efficiency and the power of analysis while capturing both temporal and contemporaneous 
relationship among variables (Mishkin, 2000). Secondly, the PVAR method can takes into 
account complex relationship and identifies dynamics responses of variables following 
exogenous shocks using both impulse response functions and variance decompositions. In 
that way, it provides a systematic way of capturing the rich dynamic structures and co-
movements between different variables over time (Omojolaibi & Egwaikhide, 2014). 
Thirdly, PVAR approach combined the traditional PVAR approach, treating all variables in 
the system as endogenous and panel data approach allowing for unobserved individual 
heterogeneity (Grossmann, Love & Orlov, 2014). All variables are stationary in their first 
differences.  
 
𝐻0: 𝑋 𝑑𝑜𝑒𝑠 𝑛𝑜𝑡 𝑔𝑟𝑎𝑛𝑔𝑒𝑟 𝑐𝑎𝑢𝑠𝑒 𝑌 




3.6 A Remark 
 
In this chapter, the sources of secondary data collected are discussed. This study is 
directed by the panel data approach. In order to derive results from this data, panel unit root, 
panel cointegration, FMOLS and panel VAR Granger causality Wald test were adopted. 








 The first section of this chapter presents the analytic results from selected ASEAN 
countries examined in this study. Each region was analysed using panel unit root analysis, 
panel cointegration analysis and panel fully modified ordinary least square and panel VAR 
Granger causality Wald test. This study further evaluates the same variables for the samples 
ASEAN-8, ASEAN-5 and ASEAN-3. 
 
4.2 Results for ASEAN-8 Countries 
 
4.2.1 Panel Unit Root Test 
 
 To check for the stationarity of our data, four different unit root tests were conducted. 
As common unit root process, this study use Levin, Lin, Chu test (Levin et al., 2002) panel 
unit root test and for individual unit root process, IPS-W-Statistics (Im et al., 2003), ADF-
Fisher Chi-Square (Dickey-Fuller, 1979) and PP-Fisher Chi-Square tests (Phillips & Perron, 
1988) were adopted. The null hypothesis of these test states the existence of unit root while 




Set up and test for the Unit Root Test of the variable individually.  
 
Table 4.1: Hypothesis and Decision Rule for Unit Root Test 
Variable Hypothesis Decision Rule 
Gini coefficient (LGINI) 
𝐻0 = there is a unit root / 
not stationary 
 
𝐻0 = there is no unit root / 
stationary 
Reject the hull hypothesis if 
  




𝑝 < 𝛼 






Financial Openness (LFO) 
Inward Foreign Direct 
Investment (LFDII) 
Outward Foreign Direct 
Investment (LFDIO) 
Domestic Private Credit 
(LDPC) 




 According to the rule of rejection, null hypothesis is rejected when the t-statistic is 
greater than the critical value or when the p-value is less than the significant level and accept 
the alternative hypothesis.  
 
4.2.1.1 Levin, Lin and Chu and Im, Pesaran and Shin W-Stat 
 
Table 4.2 reports the results of Levin, Lin and Chu (2002) and Im, Pesaran and Shin 
(2003) W-Stat unit root test. All variables for levels and first differences are in natural log 
values. Interestingly all variables under consideration are non-stationary in their levels and 
become stationary when they are first differenced. The results show that the null hypothesis 
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of panel unit root in the level of the series cannot be rejected at various lag lengths. Thus, all 
variables are stationary and integrated series of order I(1).  
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Table 4.2: Unit Root Results- Levin, Lin, Chu and Im, Pesaran and Shin W-Stat 
 Levin, Lin, Chu Im, Pesaran and Shin W-Stat 

























































































































































































Table 4.2: Unit Root Results- Levin, Lin, Chu and Im, Pesaran and Shin W-Stat (continued) 
 Levin, Lin, Chu Im, Pesaran and Shin W-Stat 
































































Notes: *, **, *** denote 10%, 5% and 1% significant levels, respectively. Figure in square bracket are lag length while figure in 












4.2.1.2 ADF-Fisher Chi-Square and PP-Fisher Chi-Square 
 
Table 4.3 reports the results for ADF-Fisher Chi-Square (Dickey-Fuller, 1979) and 
PP-Fisher Chi-Square (1988) unit root test. The results from intercept and trend and intercept 
from level shows that at 1% significant level. After taking the first difference from both 
intercept and trend and intercept at 1% significant level, the null hypothesis is rejected. 
Hence, based on ADF and PP-Fisher Chi-Square unit root test, there are strong evidences 
that all variables are stationary at first differences and integrated of I(1).  
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Table 4.3: Unit Root Results- ADF-Fisher Chi-Square and PP-Fisher Chi-Square 
 ADF-Fisher Chi-Square PP-Fisher Chi-Square 

























































































































































































Table 4.3: Unit Root Results- ADF-Fisher Chi-Square and PP-Fisher Chi-Square (continued) 
 ADF-Fisher Chi-Square PP-Fisher Chi-Square 
































































Notes: *, **, *** denote 10%, 5% and 1% significant levels, respectively. Figure in square bracket are lag length while figure in 
parentheses are the probability. 
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4.2.2 Panel Cointegration 
 
4.2.2.1  Kao Cointegration Test 
 
Table 4.4: Kao’s Residual Cointegration Test Results 
 t-Statistic Probability 
Equation (1)   
ADF -1.3933 0.0818* 
Equation (2)   
ADF -1.4990 0.0669* 
Equation (3)   
ADF -2.3293 0.0099*** 
Notes: *, **, *** denote 10%, 5% and 1% significant levels, respectively. 
 
Table 4.4 reports the result of Kao (1999) cointegration test for all 3 equations. The 
results from the panel cointegration for our model reject the null hypothesis of no 
cointegration at the 10% level of significant.  Therefore, based on the empirical findings 
from Kao’s test, there is an existence of cointegration between the independent variables and 










4.2.3 Panel Estimation 
 
Table 4.5: Estimation Results for Income Inequality on ASEAN-8  
(Dependent Variable: Natural Logarithm of Gini) 
Independent 
Variables 
(1) (2) (3) 
Trade integration    


























Financial integration    
Financial Openness -0.0551 
(-3.1321)*** 
  
Ratio of inward FDI 






Ratio of outward FDI 





























Notes: For all the coefficient, the t-statistics are in parenthesis; *, **, *** denote 10%, 
5% and 1% significant levels, respectively. 
 
Table 4.5 report the results for countries in ASEAN-8. Interestingly, the estimation 
on trade and financial integration impose a positive impact for countries in ASEAN-8 at 1% 
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significant level. Based on equation (1), the coefficient implies that 1% increase from trade 
and financial openness improve domestic inequality by 0.14% and 0.06%, respectively. 
Later, trade openness is further decomposed into intra-export and intra-import. Notably, 1% 
increase from intra-export improve domestic income inequality by 0.21% while intra-import 
deteriorate domestic income inequality by 0.23%. Equation (3) further split the intra-export 
according to the sector. The results show that all coefficients are significant at 1% level. 
Empirical results postulate that agriculture and manufacturing sector helps to narrow 
inequality at 1% significant level. The effect from manufacturing sector imposed a larger 
magnitude than agriculture sector towards the reduction of domestic income inequality. 1% 
increase in exporting for manufacturing reduce inequality by 0.09% while agriculture by 
0.03%. 
 
On the other hand, increase in financial openness also helps to improve domestic 
income inequality. An increase of 1% from the inward FDI stock to GDP improve domestic 
inequality by 0.25% while outward FDI worsen domestic income distribution by 0.16%. The 
findings are robust and consistent across 3 models.  All of the control variables are also 
proven to be statistically significant and are broadly robust across different models. 
Domestic private credit and average schooling years are significant in reducing domestic 
income inequality while inflation is otherwise for the ASEAN-8 countries. 
 
4.2.4 Panel VAR Granger Causality Wald Test  
 
Based on the rule of rejection, null hypothesis is rejected when the p-value is smaller 
than the significant value. As shown in Table 4.6, there are no evidence of trade and financial 
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openness towards Gini coefficient. In accordance with these results, Gini coefficient will not 
be influence by trade and financial openness in the short run for ASEAN-8 region. 
 
Table 4.6: Panel VAR Granger Causality Wald Test Results 
Dependent 
Variables 
Sources of Causation (Independent Variables) 
LGINI LTO LFO 
LGINI - 0.3928 (0.5309) 0.7700 (0.3802) 
LTO  0.1032 (0.7479) - 0.6289 (0.4277) 
LFO 0.6640 (0.4152) 0.2559 (0.6130) - 
Notes: Figures denote chi-square statistic values. P-values are in parenthesis. *, **, *** 
denote 10%, 5% and 1% significant levels, respectively. 
 
4.3 Results for ASEAN-5 Countries 
 
4.3.1 Panel Unit Root Test  
 
4.3.1.1 Levin, Lin and Chu and Im, Pesaran and Shin W-Stat 
 
Table 4.7 represents the summary of the unit root performed on the Levin, Lin and 
Chu (2002) and Im, Pesaran and Shin (2003) W-Stat at level. Unit root test performed at 
level with intercept and trend and intercept failed to reject the null hypothesis of unit root at 
various lag lengths.  However, at first difference, statistical evidence from intercept and trend 
and intercept test reject the null hypothesis and support the stationarity at 1% level of 
significant. Thus, all variables are stationary and integrated at order I(1).  
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Table 4.7: Unit Root Results- Levin, Lin, Chu and Im, Pesaran and Shin W-Stat 
 Levin, Lin, Chu Im, Pesaran and Shin W-Stat 


























































































































































































Table 4.7: Unit Root Results- Levin, Lin, Chu and Im, Pesaran and Shin W-Stat (continued) 
 Levin, Lin, Chu Im, Pesaran and Shin W-Stat 
































































Notes: *, **, *** denote 10%, 5% and 1% significant levels, respectively. Figure in square bracket are lag length while figure in 













4.3.1.2 ADF-Fisher Chi-Square and PP-Fisher Chi-Square 
 
The results of ADF-Fisher Chi-Square (Dickey-Fuller, 1979) and PP-Fisher Chi-
Square (Phillips & Perron, 1988) unit root test obtained from Table 4.8 point more evidently 
to the non-stationary at their levels in both intercept and trend and intercept. The statistics 
from all variables fail to reject the null hypothesis of non-stationary at 10% level of 
significant. Variables become stationary after the first differences at 1% significant level, 
showing that these variables are integrated series of order I(1).  
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Table 4.8: Unit Root Results-  ADF-Fisher Chi-Square and  PP-Fisher Chi-Square 
 ADF-Fisher Chi-Square PP-Fisher Chi-Square 

























































































































































































Table 4.8: Unit Root Results-  ADF-Fisher Chi-Square and  PP-Fisher Chi-Square (continued) 
 ADF-Fisher Chi-Square PP-Fisher Chi-Square 
































































Notes: *, **, *** denote 10%, 5% and 1% significant levels, respectively. Figure in square bracket are lag length while figure in 
parentheses are the probability. 
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4.3.2 Panel Cointegration 
 
4.3.2.1  Kao Cointegration Test 
 
Table 4.9: Kao’s Residual Cointegration Test Results 
 t-Statistic Probability 
Equation (1)   
ADF 1.7171 0.0430** 
Equation (2)   
ADF 1.3415  0.0899* 
Equation (3)   
ADF 1.3979 0.0811* 
Notes: *, **, *** denote 10%, 5% and 1% significant levels, respectively. 
 
Table 4.9, reports the result of Kao (1999) cointegration test. The results from the 
panel cointegration for our model reject the null hypothesis of no cointegration at the 5% 
level of significant. Therefore, there is an existence of cointegration between the independent 
variables and Gini coefficient in the long-run according to Kao’s test.  
 
4.3.3 Panel Estimation 
 
In Table 4.10, the estimations excluded all the ASEAN-3 countries from the sample 
and considered the ASEAN-5 countries. The results of the coefficient of trade and financial 
openness are all statistically significant. Based on equation (1), an increase in trade and 
financial openness by 1% will improve domestic income inequality by 0.09% and 0.01%, 
respectively when holding other variables constant. Trade openness was later replaced with 
intra-export and intra-import. Empirical findings from equation (2) shows that intra-export 
improved domestic income inequality by 0.28% while import deteriorate inequality at a 
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larger magnitude at 0.35%. Equation (3) further decomposed the export according to the 
sector and the results of the coefficients are all statistically significant at 1% level. Empirical 
results showed that an increase in 1% export from both manufacturing and service sector 
contribute towards a reduction of inequality by 0.14% and 0.10%, respectively.  
 
Table 4.10: Estimation Results for Income Inequality on ASEAN-5  
(Dependent Variable: Natural Logarithm of Gini) 
Independent 
Variables 
(1) (2) (3) 
Trade integration    


























Financial integration    
Financial Openness -0.0111 
(-1.6924)* 
  
Ratio of inward FDI 






Ratio of outward FDI 





























Notes: For all the coefficient, the t-statistics are in parenthesis; *, **, *** denote 10%, 
5% and 1% significant levels, respectively. 
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On the other hand, increase in financial openness also helps to improve domestic 
income inequality. An increase of 1% from the inward FDI stock to GDP improve domestic 
inequality by 0.23% while outward FDI worsen domestic income distribution by 0.02%. The 
findings are robust and consistent across 3 models.  All of the control variables are also tested 
to be statistically significant and are broadly robust across different models. Domestic 
private credit and average schooling years are significant in reducing domestic income 
inequality while inflation is otherwise for the ASEAN-5 countries. 
 
4.3.4 Panel VAR Granger Causality Wald Test 
 
 Based on the rule of rejection, null hypothesis is rejected when the p-value is smaller than 
the significant value. As shown in Table 4.11, there are no evidence of trade and financial 
openness towards Gini coefficient. In accordance with these results, Gini coefficient will not 
be influence by trade and financial openness in short run for ASEAN-5 countries. 
 
Table 4.11: Panel VAR Granger Causality Wald Test Results 
Dependent 
Variables 
Sources of Causation (Independent Variables) 
LGINI LTO LFO 
LGINI - 2.4496 (0.1176) 0.1859 (0.6664) 
LTO  1.2601 (0.2615) - 0.4571 (0.4990) 
LFO 0.7035 (0.4016) 1.4936 (0.2217) - 
Notes: Figures denote chi-square statistic values. P-values are in parenthesis. *, **, *** 






4.4 Results for ASEAN-3 Countries 
 
4.4.1 Panel Unit Root Test 
 
4.4.1.1 Levin, Lin and Chu and Im, Pesaran and Shin W-Stat 
 
Table 4.12 represents the empirical results for Levin, Lin and Chu (2002) and Im, 
Pesaran and Shin (2003) W-Stat unit root test performed on all variables at level and first 
difference. The unit root test shows that all variables at level with intercept or trend and 
intercept fails to reject the null hypothesis of non-stationary at significant level. However, 
test statistics indicate that all variables with trend and trend and intercept in first differences 
are stationary at 5% and 1% significant level. Thus, all variables are stationary and integrated 
at I(1).
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Table 4.12: Unit Root Results- Levin, Lin, Chu and Im, Pesaran and Shin W-Stat 
 Levin, Lin, Chu Im, Pesaran and Shin W-Stat 

























































































































































































Table 4.12: Unit Root Results- Levin, Lin, Chu and Im, Pesaran and Shin W-Stat (continued) 
 Levin, Lin, Chu Im, Pesaran and Shin W-Stat 
































































Notes: *, **, *** denote 10%, 5% and 1% significant levels, respectively. Figure in square bracket are lag length while figure in 











4.4.1.2 ADF-Fisher Chi-Square and PP-Fisher Chi-Square 
 
According to Table 4.13 ADF-Fisher Chi-Square (Dickey-Fuller, 1979) and PP-
Fisher Chi-Square (Phillips & Perron, 1988) unit root test clearly shows non-stationary for 
all variables in their levels for both intercept and trend and intercept. The statistics fail to 
reject the null hypothesis at 10%, 5% and 1% significant level at various lag lengths. After 
taking the first difference from both intercept and trend and intercept at 10%, 5% and 1% 
significant level, the alternative hypothesis of stationary is accepted. Thus, all variables are 
stationary and integrated at I(1) after first difference.  
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Table 4.13: Unit Root Results- ADF-Fisher Chi-Square and PP-Fisher Chi-Square 
 ADF-Fisher Chi-Square PP-Fisher Chi-Square 

























































































































































































Table 4.13:  Unit Root Results- ADF-Fisher Chi-Square and PP-Fisher Chi-Square (continued) 
 ADF-Fisher Chi-Square PP-Fisher Chi-Square 
































































Notes: *, **, *** denote 10%, 5% and 1% significant levels, respectively. Figure in square bracket are lag length while figure in 
parentheses are the probability. 
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4.4.2 Panel Cointegration 
 
4.4.2.1 Kao Cointegration Test 
 
Table 4.14: Kao’s Residual Cointegration Test Results 
 t-Statistic Probability 
Equation (1)   
ADF -1.6661 0.0478** 
Equation (2)   
ADF -3.1010 0.0010*** 
Equation (3)   
ADF -1.6933 0.0452** 
Notes: *, **, *** denote 10%, 5% and 1% significant levels, respectively. 
 
Table 4.14, reports the result of Kao (1999) cointegration test. The results from the 
panel cointegration for our model reject the null hypothesis of no cointegration at the 5% 
level of significant. Therefore, there is an existence of cointegration between the independent 












4.4.3 Panel Estimation 
 
Table 4.15: Estimation Results for Income Inequality on ASEAN-3  
(Dependent Variable: Natural Logarithm of Gini) 
Independent 
Variables 
(1) (2) (3) 
Trade integration    


























Financial integration    
Financial Openness -0.1884 
(-3.6667)*** 
  
Ratio of inward FDI 






Ratio of outward FDI 





























Notes: For all the coefficient, the t-statistics are in parenthesis; *, **, *** denote 10%, 
5% and 1% significant levels, respectively.  
 
Table 4.15 report the results for ASEAN-3 as ASEAN-5 are exclude from the sample. 
The standard measure of trade and financial openness in equation (1) are both statistically 
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significant at 1% in reducing inequality by approximately 0.17% and 0.19% respectively. In 
equation (2), the magnitude of domestic income inequality reduction from intra-export is 
larger than an increase in intra-import activity. An increase in 1% of intra-export would 
significantly reduce the Gini coefficient by 0.30% while increasing intra-import activity by 
1% would lead to deterioration of Gini coefficient by 0.41%. To investigate which sector 
that is greatly contributing towards the reduction in domestic income inequality, equation (3) 
disaggregate the intra-export into agriculture, manufacturing and servicing sector. Empirical 
results postulated that it is intra-export from the agricultural sector that is especially 
important in reducing domestic income inequality, 0.27% following by manufacturing sector 
contributing towards 0.11% and are statistically significant. 
 
On the other hand, increase in financial openness also helps to improve domestic 
income inequality. An increase of 1% from the inward FDI stock to GDP improve domestic 
inequality by 0.19% while outward FDI worsen domestic income distribution by 0.03%. The 
findings are robust and consistent across 3 models.  All of the control variables are also tested 
to be statistically significant and are broadly robust across different models. Domestic 
private credit and average schooling years are significant in reducing domestic income 
inequality while inflation is otherwise for the ASEAN-3 countries. 
 
4.4.4.  Panel VAR Granger Causality Wald Test 
 
Based on the rule of rejection, null hypothesis is rejected when p-value is less than 
the significant value. Empirical results from Table 4.16, empirical evidence indicates that 
trade openness is statistically significant at 10% with a p-value of 0.0795. Hence, null 
87 
hypothesis is rejected and there is a uni-directional relationship running from trade openness 
to Gini coefficient in the short-run for ASEAN-3 countries.  
 
Table 4.16: Panel VAR Granger Causality Wald Test Results 
Dependent 
Variables 
Sources of Causation (Independent Variables) 
LGINI LTO LFO 
LGINI - 3.0761 (0.0795)* 1.9449 (0.1631) 
LTO  1.0348 (0.3090) - 0.5464 (0.4598) 
LFO 0.2846 (0.5937) 0.3195 (0.5719) - 
Notes: Figures denote chi-square statistic values. P-values are in parenthesis. *, **, *** 




 The results from panel unit root show that all variables are statistically significant at 
first differences and integrated series of order I(1). Panel cointegration tests further 
confirmed the existence of long-run relationship while panel VAR Granger causality Wald 
test illustrated a short run relationship between variables. Due to the unequal and dissimilar 
levels of development amongst the states of a countries, the analysis was separated into three 
sample, ASEAN-8, ASEAN-5 and ASEAN-3. Differences in empirical findings were 
observed in the results across three different samples. Overall, the estimations showed that 
regional economic integration helps to improve inequality with trade integration impose a 
larger magnitude in reducing inequality than financial integration.   
 
The findings from ASEAN-8, ASEAN-5 and ASEAN-3 showed that domestic 
income inequality could be improved by increasing intra-exporting activities particularly in 
manufacturing sector. The global manufacturing hub has expanded quickly in terms of value-
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added and employment, being one of the ASEAN’s key economic growth drivers 
(Gnanasagaran, 2018). Economic integration and a more coordinated and liberalised policy 
environment enable the region to low operation and transaction costs had also attracted 
businesses from larger manufacturing bases (Ministry of International Trade and Industry 
[MITI], 2015). The process of digitalisation has brought about rapid change and presents 
further opportunities in the manufacturing sector. CLMV countries started their 
industrialization process with low-value-added and labour-intensive industries that would 
exhibit the highest increasing returns at the first stage of development (Magacho & 
McCombie, 2017).  In later stages, when the rate of return increased, it becomes more 
advantages to expand the production towards capital and technology-intensive industries. 
The transitioned facilitated productivity gains among the CLMV countries and potentially 
increased domestic wages to catch up to the rest of the ASEAN countries (Anh, Duc & 
Chieu, 2014).  
 
Conversely, ASEAN-5 could also benefit from further reforms to open up trade in 
services and investment inflows, which in turn would boost economic activity and improve 
income distribution within the region (Aruna, 2019). Institutional development and 
economic competitiveness have become increasingly more important to the region as 
ASEAN-5 economies are becoming more service oriented. The service sector is the most 
significant sector in receiving FDI from intra-ASEAN investors. Almost half goes into 
financial and insurances activities, and some into the wholesale and retail trade, repair 
services of motor vehicles, real estate activities, and transportation and storage (ASEAN, 
2017b). Similarly, Warr (2002) found that the service sectors in Indonesia, Thailand, 
Malaysia and the Philippines imposed the greatest reduction on poverty and further 
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improved income inequality in an economy. In terms of sectoral disaggregates, the exports 
of the service industry are dominated by three sectors: travel, transport and other business 
services. However, in terms of growth, ASEAN’s top three fastest growing sectors over the 
years have been intellectual property, insurance and pensions.  
 
Empirical evidence has shown that agriculture sector significantly reduce inequality 
in ASEAN-3. Notably, agriculture is still the backbone of these economies supporting a large 
population and sustaining rural viability. The agriculture sector has a higher possibility of 
reduce inequality than other sectors as most of the poor people live in rural areas and the 
majority of them are still depending on agriculture for a living (Tomich et al., 2019). The 
unskilled worker will be absorbed into agriculture while skilled worker into the 
manufacturing sector when engaged in regional trade. Hence agriculture sector remains an 
important sector to keep employment and gradually narrow the income distribution against 
the urban population. CLMV which have adequate water supply and lowland areas for 
tropical agriculture are now the leading exporter of agriculture product mainly in the rural 
areas (Rillo & Sombilla, 2015). As the region has embraced regionalization and market 
openness, agriculture provided an initial comparative advantage in trade with relatively 
abundant in unskilled workers and reaping the benefit from trade liberalization.  Although 
the productivity level within the agriculture sector remained low but provided large 
employment opportunity for many people, thereby contributing to a decline in inequality.  
 
The findings through the sample of ASEAN-8, ASEAN-5 and ASEAN-3 postulated 
that financial integration through the increased in FDI inflows help to narrow domestic 
income inequality across the ASEAN-8 countries. FDI inflows helped improve inequality 
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by increasing economic and social welfare. Capital inflows into productive firms levied great 
welfare and increased productivity in the sector that employed a huge amount of labour. The 
increase of labour demand in productive industry creates job opportunities for the local, 
allowing them to move between industry to seek for better paying jobs and reducing 
unemployment. The largest recipient sectors were manufacturing, financial and insurance 
activities and real estate activities. However, the benefits gained varied according to the 
development of human capital.  
 
All of the control variables are also found to be statistically significant. The financial 
development measured by an increased in domestic private credit helps reducing inequality 
across all three sample groups. Expansion in credit growth allows the lower class to borrow 
and start new projects or invest in human capital, which in turn reduces the income gap. A 
higher level of educational attainment among the population promote improvement in 
income distribution. Educational variables are highly influential in affecting income 
distribution because of its potential to promote economic and social progress for the 
individual and the country as a whole.  Consequently, inflation adversely affects the 
purchasing power of poor people than their rich counterparts, thus, deteriorates the income 
gap between poorer and richer groups. Inflation has hit poorer families much harder than the 
rich, as they work at low paid jobs with little bargaining power or are on fixed incomes such 
as pensions, and their incomes rarely rises. As prices rises, poor people have more limited 
purchasing power than the rich and are forced to make increasingly difficult choices between 






CONCLUSION AND RECOMMENDATIONS 
 
This chapter draws the conclusion for the whole thesis and suggests for policy 
implications. On top of that, the limitations of the research are presented. Additionally, 
recommendations for future studies are discussed. This study attempts to introduce empirical 
evidence to the debate of economic integration and domestic income inequality on selected 
ASEAN countries. Many studies have argued that the integration is contributing towards the 
growing domestic income inequality, which is one critical indicator of social welfare. 
Therefore, with deepening of economic and financial integration, the impact of regional 
integration on domestic income inequality has become an issue of great importance.  
 
Using the balance panel data from 8 ASEAN countries during the period from 2005 
to 2018, this study provides new evidence on which channel affects income inequality. The 
overall findings from the selected ASEAN economies showed that international trade and 
investment helped to improve income inequality within the country over the time. ASEAN-
5 can engaged exporting in manufacture and service while ASEAN-3 focused on agriculture 
and manufacture to reduce income inequality in the long-run. The evidence is consistent with 
the link between trade openness and income distribution implied by the Heckscher-Ohlin 
model and the Stopler-Samuelson theorem. The model predicts that distributional changes 
in developing countries, which are usually endowed with unskilled labourers, should favour 
unskilled labours more than skilled labours in terms of economic integration. The theorem 
therefore predicts to low income distribution by narrowing the wages between both unskilled 
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and skilled labours. Economic integration enables CLMV countries to expand exports of 
unskilled labour-intensive products and imports of skilled intensive products, which in turn 
increases the demand for unskilled labour and reduces demand for skilled labours. The 
expansion of foreign trade would improve income distribution in these countries, as it would 
increase the wage of unskilled labour and allow such countries to catch up with the rest of 
the ASEAN countries.  
 
The empirical results also showed that the decline of income inequality in ASEAN-
8 may be considered to be driven by financial integration through FDI inflows. This 
indicated that FDI inflows helped inequality reduction by increasing economic and social 
welfare. Collaborations between public and private sector play an essential role to build 
productive capacity for regional value chain and to facilitate joint activities across ASEAN 
economies to improve the human capital and further reduce inequality. The spillover effects 
of backward linkages between multinational firms and domestic suppliers, and domestic 
sourcing through forward linkages to native companies, enhances the export capacity of local 
firms. The adoption of technology during the process of production helps to increase 
supplies, facilitate higher competitiveness, accelerate economic growth and increase 
welfare. Foreign capital flows into agriculture and manufacturing sector levies great welfare 
and increased productivity in the sector that employ a huge amount of labour during their 
production. However, the benefits gained also vary according to the development of human 
capital.  
 
These results implied that regional integration through trade and financial channels 
had different influences on ASEAN-8, ASEAN-5 and ASEAN-3. Thus, integration policies 
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should not be universally implied on countries with diverse economics structural and 
development activities that vary from one to another. Policymakers need to consider policies 
to address the underlying drivers and tackle inequality by raising the income share of the 
poor, and ensuring that there is no hollowing-out of the middle class. Export activities, 
especially from the agriculture and manufacturing sector tend to gradually shrink the wages 
gap of the skilled and unskilled worker, particularly for ASEAN-3 economies. Hence, 
employment-friendly growth-policies which include facilitating structural transformation 
and maintaining a balanced sectoral composition of growth between manufacturing, services 
and agriculture would gradually reduce the distribution of income.  
 
In a world in which technological change is increasing productivity and 
simultaneously mechanizing jobs, raising skill levels is critical for reducing the dispersion 
of earnings. Greater availability of apprenticeships or job-training programs could help 
enhance labour market outcomes for those who find themselves on the lower rungs of the 
skills and wage scale. To maintain its competitiveness in the regional and global market, 
ASEAN-3 should look into investing in their human capital and upgrading the sector through 
industrialization development from labour-intensive to one which is capital- and 
technological-intensive in order to improve productivity and ensure that the fruits of 
prosperity are more broadly shared. Policies to ensure that a nation’s infrastructure meets its 
needs and to encourage innovation and technology adoption are essential in ensuring more 
inclusive prosperity.  
 
It was found that FDI inflows have a positive impact on reducing inequality across 
ASEAN economies. ASEAN-5 and ASEAN-3 can redesign FDI policies by encouraging 
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FDI in a particular industry. Each national government can work closely to develop their 
bargaining power with the help of effective policies to attract FDI into desired sectors. 
ASEAN-5 can promote investment in the agriculture and servicing sector, while ASEAN-3 
can attract capital markets into the agricultural and manufacturing sectors to develop their 
export markets. Redirect capital investments according to the factor of endowments would 
help to boost labour employment within the country. A huge influx of capitals into the 
economies with plentiful of low-wage labour raised the demand for unskilled labours and 
paying higher wages than prevail in the domestic economy. Hence, FDI progressively 
improves the income distribution in the recipient country.  
 
Well-designed labour market policies and institutions can reduce inequality. Policies 
that reduce labour market imperfections and institutional failures that affect job creation can 
help support the poor and middle-income workers. Efforts aim at strengthening labour 
institutions can be promoted through rising minimum wages in line with the growth of 
productivity, coupled with measures to reduce income gap and spending on well-design 
active labour market policies aim at supporting job search and skill matching. Informal 
workers need to have the necessary legal, financial and educational means to access formal 
sector employment. Strengthening regulations can compound market imperfections with 
institutional failures and weigh on job creation and efficiency. Remove market dualism, such 
as gaps in employment protection between permanent and temporary works, young workers 
and immigrants can help in reducing inequality while fostering greater market flexibility.  
 
Financial reform policies aim at expanding financial access and depth, as well as 
enhancing financial efficiency and stability should encourage. These policies may include 
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relaxing credit and interest controls, and improving banking and securities market 
supervision, especially among the lower income cohort and rural population. Financial sector 
policy reforms should provide poor segments with better access to financial services through 
establishing microfinance institution or cooperative banks rather than fully-fledged 
commercial banks. This allows the poor to borrow against their assets, make productive 
investment and alleviate poverty over time. It is also important to develop an effective 
regulatory system for financial institutions and to enhance financial infrastructure to limit 
the risk taking of banks. Hence, it is essentially important to consider policies that can 
promote financial development in countries with wider inequality and concentrated poverty.  
 
The government also plays an important role in dealing with the widening of the 
income distribution. If a government plans to improve the distribution of income, it is 
suggested that government policymakers focus on education policies that promote 
educational expansion while affording individuals equal and greater access to educational 
opportunities. Improving education quality, eliminate financial barriers to higher education 
helps to determine the occupational choice, access to jobs, the level of pay and play a pivotal 
role as a signal of ability and productivity in the job market. Education policies focusing on 
equity in education may be a particularly effective way for countries to increase earning 
mobility between the generations and reduce income inequality over time. Countries can 
work towards this goal by giving equal opportunities to both disadvantage and advantage 
students to achieve strong academic outcomes, laying a pathway for them to continue a 
higher level of education and eventually secure good jobs.  
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The amount of data and background for the ASEAN countries that have been 
acquired for this study are limited. Thus, Brunei Darussalam and Myanmar were excluded 
due to data availability, and only eight countries were included. This study also excluded 
several data as a proxy of financial openness due to insufficient data provided from the 
various platforms.  Additionally, the time frame of the variables used in this study is also 
limited. The data used for analysis span a period of 13 years from 2005 to 2018, which is 
insufficient to identify the long-term effects of trade and financial integration on inequality 
in the ASEAN region. In-depth research should be conducted in ASEAN countries to further 
understand the factors that are contributing towards the widening of income inequality in the 
region. The future research can also be conducted using the same countries with different 
variables and methodologies. This will enable us to derive findings with better verification 









Abiad, A., Oomes, N., & Ueda, K. (2008). The quality effect: Does financial liberalization 
improve the allocation of capital? Journal of Development Economics, 87(2),  
270-282.  
Abrigo, M. R., & Love, I. (2016). Estimation of panel vector autoregression in Stata. The 
Stata Journal, 16(3), 778-804. 
Ahn, C. Y. (2018, October 10). Is there a future for economic integration in East and 
Southeast Asia. East-West Center. Retrieved from https://www.eastwestcenter.org/ 
news-center/east-west-wire/there-future-economic-integration-in-east-and-
southeast-asia  
Ametoglo, M., & Guo, P. (2016). Regional economic integration and income inequality in 
Latin America: The case of Andean Community of Nations. Journal of Economics 
and Sustainable Development, 7(14), 176-185.  
Ando, M., & Kimura, F. (2014). Evolution of machinery production networks: Linkage of 
North America with East Asia. Asian Economic Papers, 13(3), 121-160. 
Anh, N. T. T., Duc, L. M., & Chieu, T. D. (2014). The evolution of Vietnamese industry. 
New York: Oxford University Press.  
Arestis, P., & Paliginis, E. (1995). Divergence and peripheral Fordism in the European 
Union. Review of Social Economy, 53(2), 261-284. 
Armstrong, H. W. (1995). Convergence among regions of the European Union, 1950-1990. 
Papers in Regional Science, 74(2), 143-152.  
 
98 
Arnold, J. M., & Javorcik, B. S. (2009). Gifted kids or pushy parents? Foreign direct 
investment and plant productivity in Indonesia. Journal of International 
Economics, 79(1), 42-53. 
Aruna, P. (2019, June 24). IMF: Vital for Malaysia to boost policy buffers. The Star Online. 
Retrieved from https://www.thestar.com.my/business/business-news/2019/06/24/ 
imf-vital-for-msia-to-boost-policy-buffersgovt-has-followed-imfs-advice-on-
fiscal-consolidation/ 
Asian Development Bank (ADB). (2014). Cambodia diversifying beyond garments and 
tourism: Country diagnostic study. Retrieved from https://www.adb.org/sites/ 
default/files/publication/149852/cambodia-diversifying-country-diagnostic-
study.pdf  
Asian Development Bank (ADB). (2018, April 11). Continued reforms key to Myanmar’s 
economic growth. Retrieved from https://www.adb.org/news/continued-reforms-
key-myanmars-economic-growth 
Association of Southeast Asian Nations (ASEAN). (2017c). A journey towards regional 
economic integration: 1967-2017. Retrieved from https://asean.org/ 
storage/2017/09/ASEAN-50-Final.pdf 
Association of Southeast Asia Nations (ASEAN). (2017a). First ASEAN youth development 
index. Retrieved from https://asean.org/storage/2017/10/ASEAN-UNFPA_report_ 
web-final-05sep.pdf 
Association of Southeast Asian Nation (ASEAN). (2017b). Towards ASEAN economic 





Association of Southeast Asian Nations (ASEAN). (2012a). Vietnam in ASEAN: Toward 
cooperation for mutual benefits. Retrieved from http://asean.org/?static_post= 
vietnam-in-asean-toward-cooperation-for-mutual-benefits 
Association of Southeast Asian Nations (ASEAN). (2018a). Mapping south-south 
cooperation in ASEAN. Retrieved from http://www.mfa.go.th/asean/ 
contents/files/asean-media-center-20181008-152916-481302.pdf 
Association of Southeast Asian Nations (ASEAN). (2018b). ASEAN investment report 2018- 
Foreign direct investment and the digital economy in ASEAN. Retrieved from 
https://asean.org/storage/2018/11/ASEAN-Investment-Report-2018-for-
Website.pdf 
Asteriou, D., Dimelis, S., & Moudatsou, A. (2014). Globalization and income inequality: A 
panel data econometric approach for the EU27 countries. Economic Modelling, 36, 
592-599. 
Auguste, D. (2012). European integration and income inequality convergence. Retrieved 
from https://paa2013.princeton.edu/papers/132193 
Azam, M., & Raza, S. A. (2018). Financial sector development and income inequality in 
ASEAN-5 countries: Does financial Kuznets curve exists? Global Business and 
Economics Review, 20(1), 88-114. 
Baek, I., & Shi, Q. (2016). Impact of economic globalization on income inequality: 
Developed economies vs emerging economies. Global Economy Journal, 16(1), 
49-61. 
Balassa, B. (1961). The theory of economic integration. Homewood, IL: Richard D. Irwin.  
 
100 
Baldwin, R. E., Forslid, R., & Haaland, J. (1995). Investment creation and investment 
diversion: Simulation analysis of the single market programme. NBER Working 
Paper No. 5364. Retrieved from https://www.nber.org/papers/w5364 
Baliamoune-Lutz, M., & Lutz, S. H. (2004). Rural-urban inequality in Africa: A panel study 
of the effects of trade liberalization and financial deepening. ZEI working paper. 
Retrieved from https://www.econstor.eu/handle/10419/39475 
Bank Negara Malaysia. (2007). The Malaysia economy in 2007. Retrieved from 
http://www.bnm.gov.my/files/publication/ar/en/2007/cp01.pdf 
Barro, R. J. (2000). Inequality and growth in a panel of countries. Journal of Economic 
Growth, 5(1), 5-32. 
Barusman, A. F., & Barusman, M. Y. S. (2017). The impact of international trade on income 
inequality in the United States since 1970’s. European Research Studies Journal, 
20(4A), 35-50. 
Basu, P., & Guariglia, A. (2007). Foreign direct investment, inequality, and growth. Journal 
of Macroeconomics, 29(4), 824-839. 
Beckfield, J. (2006). European integration and income inequality. American Sociological 
Review, 71(6), 964-985.  
Beckfield, J. (2009). Remapping inequality in Europe: The net effect of regional integration 
on total income inequality in the European Union. International Journal of 
Comparative Sociology, 50(5-6), 486-509. 
Beer, L., & Boswell, T. (2002). The resilience of dependency effects in explaining income 
inequality in the global economy: A cross national analysis, 1975-1995. Journal of 
World-Systems Research, 8(1), 30-59. 
 
101 
Ben-David, D. (1993). Equalizing exchange: Trade liberalization and income convergence. 
Quarterly Journal of Economics, 108(3), 653-679. 
Ben-David, D. (2001). Trade liberalization and income convergence: A comment. Journal 
of International Economics, 55(1), 229-234. 
Bhandari, B. (2006). Essays on foreign direct investment and income inequality, and cross-
price effects in the United States trade balance. United States: University of 
Oregon. 
Bose, T. K., & Bristy, J. F. (2017). Are countries participating into regional integration 
performing better in growth and liberalization than non-participators? A study 
based on European countries. International Journal of Business and Management, 
12(2), 171-198. 
Bouvet, F. (2007). Dynamics of regional income inequality in Europe and impact of EU 
regional policy and EMU. In 4th DG ECFIN Annual Research Conference" Growth 
and income distribution in an integrated Europe: Does EMU make a difference", 
Brussels.  
Brenton, P., Di Mauro, F., & Lücke, M. (1999). Economic integration and FDI: An empirical 
analysis of foreign investment in the EU and in Central and Eastern Europe. 
Empirica, 26(2), 95-121. 
Bumann, S., & Lensink, R. (2016). Capital account liberalization and income inequality. 
Journal of International Money and Finance, 61, 143-162. 
Busemeyer, M., & Tober, T. (2015). European integration and the political economy of 
inequality. European Union Politics, 16(4), 536-557. 
 
102 
Caballero-Anthony, M. (2005). Understanding development gaps in ASEAN. S. Rajaratnam 
School of International Studies. Retrieved from https://www.rsis.edu.sg/rsis-
publication/nts/689-understanding-development-gaps/#.XL8suugzbIV 
Caballero-Anthony, M., & Barichello, R. (2015). Balanced growth for an inclusive and 
equitable ASEAN community. S. Rajaratnam School of International Studies. 
Retrieved from https://www.rsis.edu.sg/wp-content/uploads/2015/09/ASEAN-
Canada_Balanced-Growth-for-Inclusive-and-Equitable-ASEAN-Community1.pdf 
Calderón, C., & Chong, A. (2001). External sector and income inequality in interdependent 
economies using a dynamic panel data approach. Economics Letters, 71(2),  
225-231. 
Catudal, H. M. (1951). Review of the customs union issue by Jacob Viner. The American 
Journal of International Law, 45(1), 209-211.  
Cerra, V. (2017). The effect of trade on income and inequality: A cross-sectional approach. 
International Monetary Fund. Retrieved from www.imf.com 
Chachavalpongpun, P. (2016, July 6). ASEAN and Brexit’s lessons. The Japan Times. 
Retrieved from https://www.japantimes.co.jp/opinion/2016/07/06/commentary/ 
world-commentary/asean-brexits-lessons/#.WfhR-ogRXIU 
Chakrabarti, A. (2000). Does trade cause inequality? Journal of Economic Development, 
25(2), 1-21. 
Chen, C. (2016). The impact of foreign direct investment in urban-rural inequality: Evidence 





Chen, C., Zhao, H., & Zhou, Y. (2017). Foreign direct investment and wage inequality. 
Evidence from the People’s Republic of China. Asian Development Bank Institute. 
Retrieved from https://pdfs.semanticscholar.org/3671/0ed680861341ebc391e 
33028269e0c3ba03d.pdf 
Chen, L., Lombaerde, P. D., & Cuyvers, L. (2017). Markets matter: The potential of intra-
regional trade in ASEAN and its implications for Asian regionalism. Asian 
Economic Paper, 16(2), 1-19.  
Chinn, M., & Ito, H. (2006). Notes on the calculation of the Chinn-Ito financial openness 
variable. Unpublished manuscript. 
Chintrakarn, P., Herzer, D., & Nunnenkamp, P. (2011). FDI and income inequality: 
Evidence from a panel of U.S. States. Economic Inquiry, 50(3), 788-801. 
Choi, C. (2004). Foreign direct investment and income convergence. Applied Economics, 
36(10), 1045-1049. 
Choi, C. (2006). Does foreign direct investment affect domestic income inequality? Applied 
Economics Letters, 13(12), 811-814. 
Coe, D. T., & Helpman, E. (1995). International R&D spillovers. European Economic 
Review, 39(5), 859-887. 
Cooper, C. A., & Masselll, B. F. (1965). A new look at customs union theory. The Economic 
Journal, 75(300), 742-747. 
Corden, W. M. (1972). Economies of scale and customs union theory. Journal of Political 
Economy, 80(3), 465-475. 
Cornia, G. A. (2011). Economic integration, inequality and growth: Latin America vs the 




Dabla-Norris, M. E., Kochhar, M. K., Suphaphiphat, M. N., Ricka, M. F., & Tsounta, E. 
(2015). Causes and consequences of income inequality: A global perspective. 
International Monetary Fund. Retrieved from https://www.imf.org/external/ 
pubs/ft/sdn/2015/sdn1513.pdf 
Delios, A. (2017, June 15). Commentary: Is ASEAN’s economic integration still a work in 
progress? Channel News Asia. Retrieved from 
https://www.channelnewsasia.com/news/asia/commentary-is-asean-s-economic-
integration-still-a-work-in-8814696 
Dickey, D. A., & Fuller, W. A. (1979). Distribution of the estimators for autoregressive time 
series with a unit root. Journal of the American Statistical Association, 74(366a), 
427-431. 
Diokno, B. E. (2017, May 24). The Philippines: Catching Up with Other ASEAN-5 
Countries. Business World Online. Retrieved from http://www.bworldonline.com/ 
content.php?id=145635 
Dollar, D., & Kraay, A. (2003). Institutions, trade, and growth. Journal of Monetary 
Economics, 50(1), 133-162.  
Duasa, J. (2010). Income convergence or income divergence? A study on selected OIC 
countries. Journal of Economic Cooperation and Development, 31(4), 29-48.  
Dunning, J. H., & Robson, P. (1998). Multinational and the European community. Oxford: 
Basil Blackwell.  
Durongkaveroj, W. (2015). The next chapter of ASEAN economic community through 
integrating with the existing FTA partners (RCEP), Turkey, and Pakistan. 
University Library of Munich: Germany.  
 
105 
Economic Development Board. (2019, June 26). New office set up to grow technology sector 
in Singapore. Information Communications & Technology. Retrieved from 
https://www.edb.gov.sg/en/news-and-events/news/new-office-set-up-to-grow-
technology-sector-in-singapore.html  
Economic Research Institute for ASEAN and East Asia (ERIA). (2018). ASEAN: Then and 
now. Retrieved from http://www.eria.org/asean50-vol.1-11.intro-asean-then-and-
now.pdf 
Ehrhart, C. (2005). Openness to international trade and investment and income inequality: 
Evidence from a panel of Latin American and East Asian countries, CEMAFI: 
University of Nice-Sophia. 
Enciso, Á. J. O. (2011). A comparative analysis between the relation of income distribution 
and economic regional integration in East Asia and Latin America. Revista 
Finanzas y Política Económica, 3(1), 107-127. 
Erauskin, I., & Turnovsky, S. J. (2019). International financial integration, volatility, and 
income inequality in a stochastically growing open economy. Journal of 
International Economics, 119, 55-74.  
European Commission. (2018, July 15). Private sector engagement. International 
Cooperation and Development. Retrieved from https://ec.europa.eu/ 
europeaid/sectors/economic-growth/private-sector-development/funding_en 
Eviews. (2019, April 4). Panel cointegtration testing. User’s Guide: Advanced Multivariate 





Ezaki, M., & Nguyen, T. D. (2008). Regional economic integration and its impacts on 
growth, income distribution and poverty in East Asia: A CGE analysis. Graduate 
School of International Development, Nagoya University Discussion Paper. 
Retrieved from https://scholar.google.com/scholar?hl=en&as_sdt=0%2C5&q= 
Ezaki+and+Nguyen+%282008%29&btnG=   
Farhan, M. Z. M., Azman-Saini, W. N. W., & Law, S. H. (2014). FDI and income inequality 
in ASEAN-5 countries: A Quantile regression approach. ProsidinPer KEM, 9,  
601-608. 
Faustino, H. C., & Vali, C. (2011). The effects of globalisation on OECD income inequality: 
A static and dynamic analysis. DE working papers, 1-23.  
Feenstra, R. C., & Hanson, G. H. (1997). Foreign direct investment and relative wages: 
Evidence from Mexico's maquiladoras. Journal of International Economics,  
42(3-4), 371-393. 
Feils, D. J., & Rahman, M. (2008). Regional economic integration and foreign direct 
investment: The case of NAFTA. Management International Review, 48(2),  
147-163. 
Felipe, J. (2000). Convergence, catch-up and growth sustainability in Asia: Some pitfalls. 
Oxford Development Studies, 28(1), 51-69. 
Ferreira Filho, J. B. D. S., & Horridge, M. J. (2006). Economic integration, poverty and 
regional inequality in Brazil. Revista Brasileira de Economia, 6(4), 363-387.  
Figini, P., & Görg, H. (2011). Does foreign direct investment affect wage inequality? An 
empirical investigation. The World Economy, 34(9), 1455-1475. 




Frankel, J., & Romer, D. (1999). Does trade cause growth? American Economic Review, 
89(3), 379-399. 
Furceri, D., Loungani, P., & Zdzienicka, A. (2018). The effects of monetary policy shocks 
on inequality. Journal of International Money and Finance, 85, 168-186. 
Furuoka, F., Rasiah, R., Idris, R., Ziegenhain, P., Jacob, R. I., & Munir, Q. (2018). Income 
convergence in the ASEAN-5 countries. International Journal of Business and 
Society, 19(3), 554-569. 
Galiani, S., & Sanguinetti, P. (2003). The impact of trade liberalization on wage inequality: 
Evidence from Argentina. Journal of Development Economics, 72(2), 497-513. 
Ghosh, M. (2007). Regional economic integration and convergence in Asia. The 
International Journal of Economic Policy Studies, 2(3), 29-45.  
Gnanasagaran, A. (2018, July 7). Driving growth in ASEAN economies. The ASEAN Post. 
Retrieved from https://theaseanpost.com/article/driving-growth-asean-economies 
Goel, N., & Goel, A. (2014). Impact of regional economic integration on economic growth- 
A review of literature. Tactful Management Research Journal, 2(4), 1-11. 
Gopinath, M., & Chen, W. (2003). Foreign direct investment and wages: A cross-country 
analysis. Journal of International Trade & Economic Development, 12(3), 285-309. 
Gourdon, J., Maystre, N., & De Melo, J. (2007). Openness, inequality, and poverty: 
Endowments matter. World Bank. 
Grossmann, A., Love, I., & Orlov, A. G. (2014). The dynamic of exchange rate volatility: A 
panel VAR approach. Journal of International Financial Markets, Institutions and 
Money, 33, 1-27.  
 
108 
Gupta, S., & Abed, G. (2002). Does corruption affect income inequality and poverty? IMF 
eLibrary. Retrieved from https://asean.elibrary.imf.org/abstract/IMF071/02861-
9781589061163/02861-9781589061163/ch17.xml?redirect=true#references 
Hartley, K. (2017, April 23). Inequality looms beneath the shiny façade of Southeast Asia’s 
growth. Channel News Asia. Retrieved from https://www.channelnewsasia.com/ 
news/asia/commentary-inequality-looms-beneath-the-shiny-facade-of-8743726 
Hassan, M. K. (2001). Is SAARC a viable economic block? Evident from gravity model. 
Journal of Asian Economics, 12(2), 263-290. 
Hayakawa, K., Ito, T., & Kimura, F. (2016). Trade creation effects of regional trade 
agreements: Tariff reduction versus non‐tariff barrier removal. Review of 
Development Economics, 20(1), 317-326. 
Hays, J. (2013). Economy of Laos: Statistics, macroeconomics and economic history. Facts 
and Details. Retrieved from http://factsanddetails.com/southeast-asia/Laos/ 
sub5_3d/entry-2986.html 
Herault, N. (2007). Trade liberalisation, poverty and inequality in South Africa: A 
Computable General Equilibrium‐Microsimulation Analysis. Economic Record, 
83(262), 317-328.  
Herzer, D., Hühne, P., & Nunnenkamp, P. (2014). FDI and income inequality- Evidence 
from Latin American economies. Review of Development Economics, 18(4),  
778-793. 
Hew, D. (2006). Economic integration in East Asia: An ASEAN perspective. UNISCI 




Hill, H., & Menon, J. (2012). ASEAN economic integration: Driven by markets, bureaucrats, 
or both? Oxford: Oxford University Press. 
Hosny, A. S. (2013). Theories of economic integration: A survey of the economic and 
political literature. International Journal of Economy, Management and Social 
Sciences, 2(5), 133-155. 
Huh, H. S., & Park, C. Y. (2017). Asia-Pacific regional integration index: Construction, 
interpretation, and comparison. Journal of Asian Economics, 54, 22-38. 
Huong, L. T. (2016, July 11). Vietnam’s evolving role in ASEAN. From adjusting to 
advocating. Brookings. Retrieved from https://www.brookings.edu/opinions/ 
vietnams-evolving-role-in-asean-from-adjusting-to-advocating/ 
Ibrahim, M. (2015, May 14). ASEAN financial integration- Outlook and implications. Bank 
Negara Malaysia. Retrieved from http://www.bnm.gov.my/index.php?ch=en_ 
speech&pg=en_speech&ac=556&lang=en 
Im, K. S., Pesaran, M. H., & Shin, Y. (2003). Testing for unit roots in heterogeneous panels. 
Journal of Econometrics, 115(1), 53–74.  
Inotai, A. (1991). Regional integration among developing countries, revisited. Policy, 
Research and External Affairs. Washington: United States 
International Monetary Fund (IMF). (2018, 8 November). ASEAN and the IMF: Staying on 
track with the sustainable development Goals. Retrieved from 
https://www.imf.org/en/News/Articles/2018/11/07/NA110718-ASEAN-and-the-
IMF-Staying-on-Track-with-Sustainable-Development-Goals 
Irwin, D. A., & Tervio, M. (2002). Does trade raise income? Evidence from twentieth 
century. Journal of International Economics, 58(1), 1-18. 
 
110 
Itakura, K. (2013). Impact of liberalization and improved connectivity and facilitation in 
ASEAN for the ASEAN Economic Community. ERIA Discussion Paper Series. 
Retrieved from http://www.eria.org/ERIA-DP-2013-01.pdf 
Janus, H. (2018). Regional economic integration of Laos into ASEAN, trade and 
entreneurship development. Deutsche Gesellschaft für Internationale 
Zusammenarbeit. Retrieved from https://www.giz.de/en/worldwide/17473.html 
Jaumotte, F., Lall, S., & Papageorgiou, C. (2013). Rising income inequality: Technology, or 
trade and financial globalization?. IMF Economic Review, 61(2), 271-309.  
Jena, D. (2018). Economic integration and income convergence in the EU and the ASEAN. 
Journal of Economics Library, 5(1), 1-11 
Jensen, N. M., & Rosas, G. (2007). Foreign direct investment and income inequality in 
Mexico, 1990–2000. International Organization, 61(3), 467-487. 
Jetin, B., & Petit, P. (2018). Development gaps in the ASEAN process of regionalisation: 
Mid-term prospect for their reduction. SASE Conference: Global Reordering: 
Prospect for Equality, Democracy and Justice, Kyoto, Japan.  
Jhamb, H., & Singh, M. (2018) An analysis of ASEAN initiatives for narrowing the 
development gaps: Issues and challenges. International Journal on Arts, 
Management and Humanities, 7(1), 136-143. 
Kabir, S., & Salim, R. A. (2014). Regional economic integration in ASEAN: How far will it 
go? Journal of Southeast Asian Economies, 31(2), 313-335. 
Kao, C. (1999). Spurious regression and residual-based tests for cointegration in panel data. 
Journal of Econometrics, 90(1), 1-44.  
Kao, C., & Chiang, M. H. (2002). Nonstationary panel time series using NPT 1.3- A user 
guide. Center for Policy Research, Syracuse University. 
 
111 
Karmacharya, B. K. (2001). Economic reforms in Nepal and their implications for trade, 
economic growth, inequality and poverty. South Asia Economic Journal, 2(1), 
87-103.  
Kawai, M., & Naknoi, K. (2015). ASEAN economic integration through trade and foreign 
direct investment: Long-term challenges. ADBI Working Paper 545. Retrieved 
from https://www.adb.org/sites/default/files/publication/174835/adbi-wp545.pdf 
Krumm, K., & Kharas, H. (2004). East Asia integrates: A trade policy agenda for shared 
growth. World Bank. Retrieved from http://documents.worldbank.org/curated/en/ 
759971468748770496/East-Asia-integrates-a-trade-policy-agenda-for-shared-
growth 
Kunieda, T., Okada, K., & Shibata, A. (2014). Finance and inequality: How does 
globalization change their relationship? Macroeconomic Dynamics, 18(5),  
1091-1128. 
Kuo, K. H., & Lee, C. T. (2017). Economic integration, growth and income distribution. 
Australian Economic Papers, 56(1), 59-71. 
Kurlantzizck, J. (2012). ASEAN’s future and Asian integration. Council on Foreign 
Relations. Retrieved from https://www.cfr.org/sites/default/files/pdf/2012/10/IIGG 
_WorkingPaper10_Kurlantzick.pdf 
Kweka, J., Mboyo, P. (2004). Regional integration and poverty. A case study of Tanzania. 






Kyodo, N. (2019, January 10). Japanese firms pick Vietnam as Asia’s top investment spot, 
with India a distant second. The Japanese Times. Retrieved from 
https://www.japantimes.co.jp/news/2019/01/10/business/japanese-firms-pick-
vietnam-asias-top-investment-spot/#.XMAS1ugzbIU 
Lawrence, R. Z. (1997). Preferential trade arrangements: The traditional and the new. The 
Egyptian Center for Economic Studies. Retrieved from http://www.eces.org.eg/ 
MediaFiles/Uploaded_Files/%7B7127A424-6894-40B4-BCB5-0AE37953E1B7 
%7D_ECESWP6e.pdf 
Lee, E., & Vivarelli, M. (2006). The social impact of globalization in the developing 
countries. Int'l Lab. Rev., 145, 167. 
Lee, K. K. (2014). Globalization, income inequality and poverty: Theory and empirics. 
Social System Studies, 28(3), 109-134. 
Levin, A., Lin, C. F., & Chu, C. (2002). Unit root test in panel data: Asymptotic and finite 
sample properties. Journal of Econometric, 108(1), 1–25.  
Li, H., Squire, L., & Zou, H. F. (1998). Explaining international and intertemporal variations 
in income inequality. The Economic Journal, 108(446), 26-43. 
Li, W., & Xu, B. (2003). Trade, foreign investment and China’s wage inequality (Mimeo). 
University of Florida.  
Lim, G. C., & McNelis, P. D. (2014). Alternative government spending rules: Effects on 
income inequality and welfare. Macroeconomic Dynamics, 17(7), 1496-1518. 
Lim, L. K., & McAleer, M. (2004). Convergence and catching up in ASEAN: A comparative 
analysis. Applied Economics, 36(2), 137-153.  
Lipsey, R. E., & Sjöholm, F. (2004). Foreign direct investment, education and wages in 
Indonesian manufacturing. Journal of Development Economics, 73(1), 415-422. 
 
113 
Love, I., & Zicchino, L. (2006). Financial development and dynamic investment behaviour: 
Evidence from panel VAR. The Quarterly Review of Economics and Finance, 
46(2), 190-210.  
Macdonald, K., Marshall, S., & Pinto, S. (2012). New visions for market governance. 
London: Routledge.  
Mackinnon, J. G., Haug, A. A., & Michelis, L. (1999). Numerical distribution functions of 
likelihood ratio tests for co-integration. Applied Econometrics, 14(5), 563-77.  
Maddala, G. S., & Wu, S. (1999). A comparative study of unit root tests with panel data and 
a new simple test. Oxford Bulletin of Economics and Statistics, 61(S1), 631-652.  
Magacho, G. R., & McCombie, J. S. (2017). A sectoral explanation of per capita income 
convergence and divergence: Estimating Verdoorn’s law for countries at different 
stages of development. Cambridge Journal of Economics, 42(4), 917-934. 
Mah, J. S. (2002). The impact of globalization on income distribution: The Korean 
experience. Applied Economics Letter, 9(15), 1007-1009.  
Mahbubani, K., & Sng, J. (2017). The ASEAN miracle: A catalyst for peace. NUS Press.  
Mahesh, M. (2016). The effects of trade openness on income inequality- Evidence from 
BRIC countries. Economics Bulletin, 36(3), 1751-1761.  
Marinov, E. (2014). Economic integration theories and the developing countries. Economic 
Research Institute, South-East Europe Research. Retrieved from https://mpra.ub. 
uni-muenchen.de/63310/1/MPRA_paper_63310.pdf 
Marinov, V. (1999). Regional Economic Integration. PH Stopanstvo, Sofia. 





Menon, J. (2017, October 31). Planning for success in Cambodia. Asian Development Blog. 
Retrieved from https://blogs.adb.org/blog/planning-success-cambodia 
Menon, J. (2012). Narrowing the development divide in ASEAN: The role of policy. Asian 
Development Bank. Retrieved from https://www.adb.org/sites/default/files/ 
publication/30403/reiwp-100.pdf 
Meschi, E., & Vivarelli, M. (2009). Trade openness and income inequality in developing 
countries. World Development, 37(2), 287-302. 
Mihaylova, S. (2015). Foreign direct investment and income inequality in Central and 
Eastern Europe. Theoretical and Applied Economics, 22(2), 23-42. 
Milanovic, B. (2002). True world income distribution, 1988 and 1993. First calculation 
based on household surveys alone. The Economic Journal, 112(476), 51-92.  
Milanovic, B. (2003). The two faces of globalization: Against globalization as we know it. 
World development, 31(4), 667-683. 
Milanovic, B. (2005). Can we discern the effect of globalization on income Distribution? 
Evidence from household surveys. The World Bank Economic Review, 19(1),  
21-44. 
Ministry of Foreign Affairs. (2007). MFA press statement: Singapore’s enhanced 
contribution to the initiative for ASEAN integration. Retrieved from 
https://www.mfa.gov.sg/Overseas-Mission/Manila/MissionUpdates/2007/11/ 
press_200711_11 
Ministry of International Trade and Industry (MITI). (2015). Measure to address impact of 




Mishkin, F. S. (2000). Inflation targeting in emerging-market countries. American Economic 
Review, 90(2), 105-109.  
Mohd Sahar, S., Nik Fatimah, N. A., & Nurul Nisa’, K. A. (2011). The importance of service 
sector in value-added generation using input-output analysis. Heidelberg, Berlin: 
Springer. 
Mordecai, A. (2017, September 15). What is the future of integration and inequality in 
ASEAN? The Diplomat. Retrieved from https://thediplomat.com/2017/09/what-is-
the-future-of-integration-and-inequality-in-asean/ 
Mourdoukoutas, P. (2017, June 20). Duterte’s Philippines is the 10th fastest growing 
economy in the world. Forbes. Retrieved from https://www.forbes.com/ 
sites/panosmourdoukoutas/2017/06/20/dutertes-philippines-is-the-10th-fastest-
growing-economy-in-the-world/#1ce09d6d5887 
Mugeni, S. (2015). Foreign investment, democracy and income inequality: Empirical 
evidence. Unpublished manuscript. 
Mutharika, B. W. T. (1972). Toward multinational economic cooperation in Africa. New 
York: Praeger Publishers. 
Myanmar Times. (2017, November 13). ASEAN launches economic bloc but analysts 
skeptical. Retrieved from https://www.mmtimes.com/business/18312-asean-
launches-economic-bloc-but-analysts-skeptical.html 
Nair, C. (2017, May 10). After 50 years of progress. It’s time for ASEAN’S next economic 




Okutsu, A. (2019, May 30). Indonesia plans new measures to lure overseas investment. 
Nikkei Asian Review. Retrieved from https://asia.nikkei.com/Spotlight/The-Future-
of-Asia-2019/Indonesia-plans-new-measures-to-lure-overseas-investment  
Omojolaibi, J. A., & Egwaikhide, F. O. (2014). Oil price volatility, fiscal policy and 
economic growth: A panel Autoregressive (PVAR) analysis of some selected oil-
exporting African countries. OPEC Energy Review, 38(2), 127-148.  
Organisation for Economic Cooperation and Development (OECD). (2008). The 
contribution of services to development and the role of trade liberalization and 
regulation. Global Forum on International Investment. Retrieved from 
https://pdfs.semanticscholar.org/0c77/5ca37b6d14e0d3ad9dc7a7eeca1682c205f8.
pdf  
Organisation for Economic Cooperation and Development (OECD). (2016). Bridging the 
gap: The private sector’s role in skills development and employment. OECD 
Southeast Asia Regional Policy Network on Education and Skills. Retrieved from 
https://www.oecd.org/employment/leed/Summary-Report-2016-SouthEast-
Asia-%20FINAL.pdf  
Ortega, C. (2017). The ASEAN economic community: A work in progress. The Manila 
Times. Retrieved from http://www.manilatimes.net/the-asean-economic-
community-a-work-in-progress/341181/ 






Park, D., & Ruiz Estrada, M. A. (2010). A new multi-dimensional framework for analyzing 
regional integration: Regional Integration Evaluation (RIE) methodology. Asian 
Development Bank. Retrieved from https://www.adb.org/sites/default/ 
files/publication/28523/wp49-multi-dimensional-framework.pdf 
Park, K. H. (2017). Education, globalization, and income inequality in Asia. ADBI Working 
Paper 732. Retrieved from https://www.adb.org/sites/default/files/publication/ 
301271/adbi-wp732.pdf 
Pedroni, P. (1999). Critical values for cointegration tests in heterogeneous panels with 
multiple regressors. Oxford Bulletin of Economics and Statistics, 61(S1), 653-70.  
Pedroni, P. (2000). Fully modified OLS for heterogeneous cointegrated panels. 
Nonstationary panels, panel cointegration and dynamic panels. Advances in 
Econometrics, 15, 93-130.  
Petri, P. A., Plummer, M. G., & Zhai, F. (2012). ASEAN economic community: A general 
equilibrium analysis. Asian Economic Journal, 26(2), 93-118. 
Pham, T. H. H. (2014). Intra-regional trade and income inequality: Where do we stand? HAL. 
Retrieved from https://hal.archives-ouvertes.fr/hal-01087366/document 
Phillips, P. C., & Perron, P. (1988). Testing for a unit root in time series regression. 
Biometrika, 75(2), 335-346. 
Pietersz, S. (2016). ASEAN: Finding growth in a slowing global Economy. Matthews Asia. 
Retrieved from https://us.matthewsasia.com/resources/docs/pdf/literature/ 
ASEAN-Finding-Growth-WP.pdf 
Plummer, M. G. (1997). ASEAN and the theory of regional integration: A survey. ASEAN 
Economic Bulletin, 14(2), 202-214. 
 
118 
Ramasamy, B. (1995). Trade diversion in an ASEAN free trade area. ASEAN Economic 
Bulletin, 12(1), 10-17. 
Ramlrez, B., & Poolttlwong, A. (2016, January 6). ASEAN economic integration. 
Opportunities and challenges that lie ahead. International Policy Digest. Retrieved 
from https://intpolicydigest.org/2016/01/06/asean-economic-integration-
opportunities-and-challenges-that-lie-ahead/ 
Raychaudhuri, A., & De, P. (2016). Trade, infrastructure and income inequality in selected 
Asian countries: An empirical analysis. New Delhi: Springer.  
Reuveny, R., & Li, Q. (2003). Economic openness, democracy, and income inequality. 
Comparative Political Studies, 36(5), 575-601.  
Rillo, A. D., & Sombilla, M. A. (2015). Enhancing agriculture productivity in CLMV 
countries: Challenges and agenda for reforms. Asian Development Bank Institute. 
Retrieved from https://www.adb.org/sites/default/files/publication/172920/adbi-
wp542.pdf  
Riwalak, J. (2017). The impact of financial crisis on the poor. Journal of International 
Development, 30(1), 3-19. 
Robson, P. (1987). The economics of international integration. London: Allen and Unwin.  
 Rosellon, M.  A. D., & Yap, J. T. (2010). The role of private sector in regional economic 
integration: A view from the Philippines. Philippines Institute for Development 
Studies. Retrieved from http://www.eaber.org/system/tdf/documents/ 
PIDS_Rosellon_2010.pdf?file=1&type=node&id=23107&force= 
Roser, M., & Cuaresma, J. C. (2016). Why is income inequality increasing in the developed 
world? Review of Income and Wealth, 62(1), 1-27. 
 
119 
Salera, V. (1951). Review of the customs union issue by Jacob Viner. The Journal of 
Political Economy, 59(1), 84.  
Salman, Z., & Javed, M. (2011). The impact of trade liberalisation on wage inequality: Case 
of Pakistan. The Pakistan Development Review, 50(4), 575-594. 
Salvatore, D. (2007). International economics (9th ed.). Hoboken: John Wiley and Sons.  
Samuelson, P. A. (1948). International trade and the equalisation of factor prices. The 
Economic Journal, 58(230), 163-184. 
Santos-Paulino, A. U. (2017, August). The Asian economic integration cooperation 
agreement: Lessons for economic and social development. United Nations 
Conference on Trade and Development Research Paper No. 3. Retrieved from 
https://unctad.org/en/PublicationsLibrary/ser-rp-2017d3_en.pdf 
Schiff, M., & Winters, L. A. (1998). Dynamics and politics in regional integration 
arrangements: An introduction. The World Bank Economic Review, 12(2), 177-195. 
Sehrawat, M., & Giri, A. K. (2016). Panel data analysis of financial development, economic 
growth and rural-urban income inequality: Evidence from SAARC countries. 
International Journal of Social Economics, 43(10), 998-1015. 
Selvarajan, S. K., & Ab-Rahim, R. (2017). Economic liberalization and its link to 
convergence: Empirical evidence from RCEP and TPPA countries. International 
Journal of Business and Society, 18(3), 439-460. 
Shahriar, S., Qian, L., & Kea, S. (2018). China's economic integration with the Greater 
Mekong Sub-region: An empirical analysis by a panel dynamic gravity model (No. 




Shams, R. (2003). Regional integration in developing countries: Some lessons based on case 
studies. HWWA Discussion Paper No. 251. Retrieved from 
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=475781 
Sharon, A. (2019, February 1). Singapore to enhance ASEAN development by boosting 
regional economic integration and tech. OpenGov. Retrieved from 
https://www.opengovasia.com/singapore-to-enhance-asean-development-by-
boosting-regional-economic-integration-and-tech/  
Siah, K. L., Choong, C. K., & Zulkornain, Y. (2009). AFTA and the intra-trade patterns 
among ASEAN-5 economies: Trade enhancing or trade inhibiting? International 
Journal of Economics and Finance, 1(1), 117-126. 
Siddiqui, Z., & Zaheer, R. (2017). Regional integration and economic growth: A 
convergence analysis for Pakistan. Journal of Global Economics, 5(3), 255-257.  
Soekro, S. R., & Widodoa, T. (2015). Mapping and determinants of intra-ASEAN foreign 
direct investment (FDI): Indonesia case study. Bank Indonesia Institute. Retrieved 
from file:///C:/Users/User/Downloads/WP122015%20.pdf 
Solt, F. (2016). The standardized world income inequality database. Social Science 
Quarterly, 97(5), 1267-1281. 
Son, H. H. (2011). Equity and well-being. Measurement and policy practice. Asian 
Development Bank. Retrieved from https://www.adb.org/sites/default/files/ 
publication/29288/equity-well-being.pdf 
Sovachana, P. (2013). The challenges of the CLMV countries and the role of development 




Stolper, W. F., & Samuelson, P. A. (1941). Protection and real wages. The Review of 
Economic Studies, 9(1), 58-73. 
Suanes, M. (2016). Foreign direct investment and income inequality in Latin American: A 
sectoral analysis. Cepal Review, 45-61. 
Subhan, A. (2018, April 26). Success and challenges within ASEAN Integration. The ASEAN 
Post. Retrieved from https://theaseanpost.com/article/success-and-challenges-
within-asean-integration-0 
Taylor, K., & Driffield, N. (2004). Wage inequality and the role of multinationals: Evidence 
from UK panel data. Labour Economics, 12(2), 223-249.  
Te Velde, D. W. (2011). Regional integration, growth and convergence. Journal of 
Economic Integration, 26(1), 1-28. 
Te Velde, D. W., & Morrissey, O. (2002). Foreign direct investment: Who gains. ODI 




Tee, H. G., Kaliappan, S. R., Lee, C., & Said, R. (2017). Trade openness and income 
inequality in selected developing countries. Global Conference on Business and 
Economics Research (GCBER) 2017. Retrieved from 
http://www.econ.upm.edu.my/content/trade_openness_and_income_inequality_in
_selected_developing_countries-32947 
Teh, B. C. G. (2004). ASEAN's regional integration challenge: The ASEAN process. The 
Copenhagen Journal of Asian Studies, 20, 70-94. 
 
122 
Tomich, T. P., Lidder, P., Coley, M., Gollin, D., Meinzen-Dick, R., Webb, P., & Carberry, 
P. (2019). Food and agricultural innovation pathways for prosperity. Agricultural 
Systems, 172, 1-15. 
Trinh, N. H. (2016). The effect of foreign direct investment on income inequality in 
Vietnam. International Journal of Economics, Commerce and Management, 4(12), 
158-173. 
Tsai, P. L. (1995). Foreign direct investment and income inequality: Further evidence. World 
Development, 23(3), 469-483 
Tsou, M. W. (2002). Wage differentials in Taiwanese manufacturing, 1982-1997. Asian 
Economic Journal, 16(4), 317-335.  
Tung, L. T., & Bentzen, J. (2018). Regional income convergence in Indochina 1970-2015. 
Applied Economics Letter, 26(3), 168-173.  
Ucal, M., Haug, A. A., & Bilgin, M. H. (2016). Income inequality and FDI: Evidence with 
Turkish data. Applied Economics, 48(11), 1030-1045. 
Uttama, N. P., & Peridy, N. (2009). The impact of regional integration and third-country 
effects on FDI: Evidence from ASEAN. ASEAN Economic Bulletin, 26(3),  
239-252.  
Venables, A. (1999). Regional integration agreements: A force for convergence or 
divergence? Washington DC: World Bank Working Paper 2260 
Venables, A. (2009). Economic integration in remote resource-rich regions. Oxford: Oxford 
University Press 





Vinayak, H. V., Thompson, F., & Tonby, O. (2014, May). Understanding ASEAN: Seven 
things you need to know. McKinsey & Company. Retrieved from 
https://www.mckinsey.com/industries/public-sector/our-insights/understanding-
asean-seven-things-you-need-to-know 
Viner, J. (1950). The customs union issue. New York: Carnegie Endowment for International 
Peace.  
Wagle, U. R. (2007). Are economic liberalization and equality compatible? Evidence from 
South Asia. World Development, 35(11), 1836-1857.  
Warr, P. (2002). Poverty reduction and sectoral growth: Evidence from Southeast Asia. 
Paper presented at the WIDER Development Conference on Growth and Poverty, 
Helsinki. 
Western, B. (1999). Between class and market: Postwar unionization in the capitalist 
democracies. United Kingdom: Princeton University Press.  
World Bank. (2019, April 24). The world bank in Vietnam. Retrieved from 
http://www.worldbank.org/en/country/vietnam/overview 
World Bank. (2019, March). Malaysia Home: Overview. Retrieved from 
http://www.worldbank.org/en/country/malaysia/overview 
World Economy. (2018, January 31). Indonesia FDI reaches $32b in 2017. Financial 
Tribune. Retrieved from https://financialtribune.com/articles/world-
economy/81201/indonesia-fdi-reaches-32b-in-2017 
Wu, D. (2013, May 22). Rethinking the development gap: ASEAN’s inclusive growth 




Yenipazarli, A., & Kucukkaya, H. (2016). Does the impact of trade openness on income and 
income inequality differ in developed and developing countries? Eurasian Studies 
in Business and Economics, 2(3/2), 479-489.  
Zakaria, M., & Fida, B. A. (2016). Trade openness and income inequality in China and the 
SAARC region. Asian-Pacific Economic Literature, 30(2), 33-44. 
Zhang, J. (2006, September). International trade, convergence and integration. In Eighth 




Zhang, X., & Zhang, K. H. (2003). How does globalization affect regional inequality within 
a developing country? Evidence from China. Journal of Development Studies, 
39(4), 47-67.  
Zhao, J., & Serieux, J. (2018). Globalization, regionalization and convergence in East Asia. 
The Journal of International Trade & Economic Development, 28(4), 1-22.  
 
124 
Yenipazarli, A., & Kucukkaya, H. (2016). Does the impact of trade openness on income and 
income inequality differ in developed and developing countries? Eurasian Studies 
in Business and Economics, 2(3/2), 479-489.  
Zakaria, M., & Fida, B. A. (2016). Trade openness and income inequality in China and the 
SAARC region. Asian-Pacific Economic Literature, 30(2), 33-44. 
Zhang, J. (2006, September). International trade, convergence and integration. In Eighth 




Zhang, X., & Zhang, K. H. (2003). How does globalization affect regional inequality within 
a developing country? Evidence from China. Journal of Development Studies, 
39(4), 47-67.  
Zhao, J., & Serieux, J. (2018). Globalization, regionalization and convergence in East Asia. 
The Journal of International Trade & Economic Development, 28(4), 1-22.  
 
123 
Vinayak, H. V., Thompson, F., & Tonby, O. (2014, May). Understanding ASEAN: Seven 
things you need to know. McKinsey & Company. Retrieved from 
https://www.mckinsey.com/industries/public-sector/our-insights/understanding-
asean-seven-things-you-need-to-know 
Viner, J. (1950). The customs union issue. New York: Carnegie Endowment for International 
Peace.  
Wagle, U. R. (2007). Are economic liberalization and equality compatible? Evidence from 
South Asia. World Development, 35(11), 1836-1857.  
Warr, P. (2002). Poverty reduction and sectoral growth: Evidence from Southeast Asia. 
Paper presented at the WIDER Development Conference on Growth and Poverty, 
Helsinki. 
Western, B. (1999). Between class and market: Postwar unionization in the capitalist 
democracies. United Kingdom: Princeton University Press.  
World Bank. (2019, April 24). The world bank in Vietnam. Retrieved from 
http://www.worldbank.org/en/country/vietnam/overview 
World Bank. (2019, March). Malaysia Home: Overview. Retrieved from 
http://www.worldbank.org/en/country/malaysia/overview 
World Economy. (2018, January 31). Indonesia FDI reaches $32b in 2017. Financial 
Tribune. Retrieved from https://financialtribune.com/articles/world-
economy/81201/indonesia-fdi-reaches-32b-in-2017 
Wu, D. (2013, May 22). Rethinking the development gap: ASEAN’s inclusive growth 




Tomich, T. P., Lidder, P., Coley, M., Gollin, D., Meinzen-Dick, R., Webb, P., & Carberry, 
P. (2019). Food and agricultural innovation pathways for prosperity. Agricultural 
Systems, 172, 1-15. 
Trinh, N. H. (2016). The effect of foreign direct investment on income inequality in 
Vietnam. International Journal of Economics, Commerce and Management, 4(12), 
158-173. 
Tsai, P. L. (1995). Foreign direct investment and income inequality: Further evidence. World 
Development, 23(3), 469-483 
Tsou, M. W. (2002). Wage differentials in Taiwanese manufacturing, 1982-1997. Asian 
Economic Journal, 16(4), 317-335.  
Tung, L. T., & Bentzen, J. (2018). Regional income convergence in Indochina 1970-2015. 
Applied Economics Letter, 26(3), 168-173.  
Ucal, M., Haug, A. A., & Bilgin, M. H. (2016). Income inequality and FDI: Evidence with 
Turkish data. Applied Economics, 48(11), 1030-1045. 
Uttama, N. P., & Peridy, N. (2009). The impact of regional integration and third-country 
effects on FDI: Evidence from ASEAN. ASEAN Economic Bulletin, 26(3),  
239-252.  
Venables, A. (1999). Regional integration agreements: A force for convergence or 
divergence? Washington DC: World Bank Working Paper 2260 
Venables, A. (2009). Economic integration in remote resource-rich regions. Oxford: Oxford 
University Press 





Shams, R. (2003). Regional integration in developing countries: Some lessons based on case 
studies. HWWA Discussion Paper No. 251. Retrieved from 
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=475781 
Sharon, A. (2019, February 1). Singapore to enhance ASEAN development by boosting 
regional economic integration and tech. OpenGov. Retrieved from 
https://www.opengovasia.com/singapore-to-enhance-asean-development-by-
boosting-regional-economic-integration-and-tech/  
Siah, K. L., Choong, C. K., & Zulkornain, Y. (2009). AFTA and the intra-trade patterns 
among ASEAN-5 economies: Trade enhancing or trade inhibiting? International 
Journal of Economics and Finance, 1(1), 117-126. 
Siddiqui, Z., & Zaheer, R. (2017). Regional integration and economic growth: A 
convergence analysis for Pakistan. Journal of Global Economics, 5(3), 255-257.  
Soekro, S. R., & Widodoa, T. (2015). Mapping and determinants of intra-ASEAN foreign 
direct investment (FDI): Indonesia case study. Bank Indonesia Institute. Retrieved 
from file:///C:/Users/User/Downloads/WP122015%20.pdf 
Solt, F. (2016). The standardized world income inequality database. Social Science 
Quarterly, 97(5), 1267-1281. 
Son, H. H. (2011). Equity and well-being. Measurement and policy practice. Asian 
Development Bank. Retrieved from https://www.adb.org/sites/default/files/ 
publication/29288/equity-well-being.pdf 
Sovachana, P. (2013). The challenges of the CLMV countries and the role of development 




Salera, V. (1951). Review of the customs union issue by Jacob Viner. The Journal of 
Political Economy, 59(1), 84.  
Salman, Z., & Javed, M. (2011). The impact of trade liberalisation on wage inequality: Case 
of Pakistan. The Pakistan Development Review, 50(4), 575-594. 
Salvatore, D. (2007). International economics (9th ed.). Hoboken: John Wiley and Sons.  
Samuelson, P. A. (1948). International trade and the equalisation of factor prices. The 
Economic Journal, 58(230), 163-184. 
Santos-Paulino, A. U. (2017, August). The Asian economic integration cooperation 
agreement: Lessons for economic and social development. United Nations 
Conference on Trade and Development Research Paper No. 3. Retrieved from 
https://unctad.org/en/PublicationsLibrary/ser-rp-2017d3_en.pdf 
Schiff, M., & Winters, L. A. (1998). Dynamics and politics in regional integration 
arrangements: An introduction. The World Bank Economic Review, 12(2), 177-195. 
Sehrawat, M., & Giri, A. K. (2016). Panel data analysis of financial development, economic 
growth and rural-urban income inequality: Evidence from SAARC countries. 
International Journal of Social Economics, 43(10), 998-1015. 
Selvarajan, S. K., & Ab-Rahim, R. (2017). Economic liberalization and its link to 
convergence: Empirical evidence from RCEP and TPPA countries. International 
Journal of Business and Society, 18(3), 439-460. 
Shahriar, S., Qian, L., & Kea, S. (2018). China's economic integration with the Greater 
Mekong Sub-region: An empirical analysis by a panel dynamic gravity model (No. 




Ramasamy, B. (1995). Trade diversion in an ASEAN free trade area. ASEAN Economic 
Bulletin, 12(1), 10-17. 
Ramlrez, B., & Poolttlwong, A. (2016, January 6). ASEAN economic integration. 
Opportunities and challenges that lie ahead. International Policy Digest. Retrieved 
from https://intpolicydigest.org/2016/01/06/asean-economic-integration-
opportunities-and-challenges-that-lie-ahead/ 
Raychaudhuri, A., & De, P. (2016). Trade, infrastructure and income inequality in selected 
Asian countries: An empirical analysis. New Delhi: Springer.  
Reuveny, R., & Li, Q. (2003). Economic openness, democracy, and income inequality. 
Comparative Political Studies, 36(5), 575-601.  
Rillo, A. D., & Sombilla, M. A. (2015). Enhancing agriculture productivity in CLMV 
countries: Challenges and agenda for reforms. Asian Development Bank Institute. 
Retrieved from https://www.adb.org/sites/default/files/publication/172920/adbi-
wp542.pdf  
Riwalak, J. (2017). The impact of financial crisis on the poor. Journal of International 
Development, 30(1), 3-19. 
Robson, P. (1987). The economics of international integration. London: Allen and Unwin.  
 Rosellon, M.  A. D., & Yap, J. T. (2010). The role of private sector in regional economic 
integration: A view from the Philippines. Philippines Institute for Development 
Studies. Retrieved from http://www.eaber.org/system/tdf/documents/ 
PIDS_Rosellon_2010.pdf?file=1&type=node&id=23107&force= 
Roser, M., & Cuaresma, J. C. (2016). Why is income inequality increasing in the developed 
world? Review of Income and Wealth, 62(1), 1-27. 
 
117 
Park, D., & Ruiz Estrada, M. A. (2010). A new multi-dimensional framework for analyzing 
regional integration: Regional Integration Evaluation (RIE) methodology. Asian 
Development Bank. Retrieved from https://www.adb.org/sites/default/ 
files/publication/28523/wp49-multi-dimensional-framework.pdf 
Park, K. H. (2017). Education, globalization, and income inequality in Asia. ADBI Working 
Paper 732. Retrieved from https://www.adb.org/sites/default/files/publication/ 
301271/adbi-wp732.pdf 
Pedroni, P. (1999). Critical values for cointegration tests in heterogeneous panels with 
multiple regressors. Oxford Bulletin of Economics and Statistics, 61(S1), 653-70.  
Pedroni, P. (2000). Fully modified OLS for heterogeneous cointegrated panels. 
Nonstationary panels, panel cointegration and dynamic panels. Advances in 
Econometrics, 15, 93-130.  
Petri, P. A., Plummer, M. G., & Zhai, F. (2012). ASEAN economic community: A general 
equilibrium analysis. Asian Economic Journal, 26(2), 93-118. 
Pham, T. H. H. (2014). Intra-regional trade and income inequality: Where do we stand? HAL. 
Retrieved from https://hal.archives-ouvertes.fr/hal-01087366/document 
Phillips, P. C., & Perron, P. (1988). Testing for a unit root in time series regression. 
Biometrika, 75(2), 335-346. 
Pietersz, S. (2016). ASEAN: Finding growth in a slowing global Economy. Matthews Asia. 
Retrieved from https://us.matthewsasia.com/resources/docs/pdf/literature/ 
ASEAN-Finding-Growth-WP.pdf 
Plummer, M. G. (1997). ASEAN and the theory of regional integration: A survey. ASEAN 
Economic Bulletin, 14(2), 202-214. 
 
116 
Okutsu, A. (2019, May 30). Indonesia plans new measures to lure overseas investment. 
Nikkei Asian Review. Retrieved from https://asia.nikkei.com/Spotlight/The-Future-
of-Asia-2019/Indonesia-plans-new-measures-to-lure-overseas-investment  
Omojolaibi, J. A., & Egwaikhide, F. O. (2014). Oil price volatility, fiscal policy and 
economic growth: A panel Autoregressive (PVAR) analysis of some selected oil-
exporting African countries. OPEC Energy Review, 38(2), 127-148.  
Organisation for Economic Cooperation and Development (OECD). (2008). The 
contribution of services to development and the role of trade liberalization and 
regulation. Global Forum on International Investment. Retrieved from 
https://pdfs.semanticscholar.org/0c77/5ca37b6d14e0d3ad9dc7a7eeca1682c205f8.
pdf  
Organisation for Economic Cooperation and Development (OECD). (2016). Bridging the 
gap: The private sector’s role in skills development and employment. OECD 
Southeast Asia Regional Policy Network on Education and Skills. Retrieved from 
https://www.oecd.org/employment/leed/Summary-Report-2016-SouthEast-
Asia-%20FINAL.pdf  
Ortega, C. (2017). The ASEAN economic community: A work in progress. The Manila 
Times. Retrieved from http://www.manilatimes.net/the-asean-economic-
community-a-work-in-progress/341181/ 






Mishkin, F. S. (2000). Inflation targeting in emerging-market countries. American Economic 
Review, 90(2), 105-109.  
Mohd Sahar, S., Nik Fatimah, N. A., & Nurul Nisa’, K. A. (2011). The importance of service 
sector in value-added generation using input-output analysis. Heidelberg, Berlin: 
Springer. 
Mordecai, A. (2017, September 15). What is the future of integration and inequality in 
ASEAN? The Diplomat. Retrieved from https://thediplomat.com/2017/09/what-is-
the-future-of-integration-and-inequality-in-asean/ 
Mourdoukoutas, P. (2017, June 20). Duterte’s Philippines is the 10th fastest growing 
economy in the world. Forbes. Retrieved from https://www.forbes.com/ 
sites/panosmourdoukoutas/2017/06/20/dutertes-philippines-is-the-10th-fastest-
growing-economy-in-the-world/#1ce09d6d5887 
Mugeni, S. (2015). Foreign investment, democracy and income inequality: Empirical 
evidence. Unpublished manuscript. 
Mutharika, B. W. T. (1972). Toward multinational economic cooperation in Africa. New 
York: Praeger Publishers. 
Myanmar Times. (2017, November 13). ASEAN launches economic bloc but analysts 
skeptical. Retrieved from https://www.mmtimes.com/business/18312-asean-
launches-economic-bloc-but-analysts-skeptical.html 
Nair, C. (2017, May 10). After 50 years of progress. It’s time for ASEAN’S next economic 




Love, I., & Zicchino, L. (2006). Financial development and dynamic investment behaviour: 
Evidence from panel VAR. The Quarterly Review of Economics and Finance, 
46(2), 190-210.  
Macdonald, K., Marshall, S., & Pinto, S. (2012). New visions for market governance. 
London: Routledge.  
Mackinnon, J. G., Haug, A. A., & Michelis, L. (1999). Numerical distribution functions of 
likelihood ratio tests for co-integration. Applied Econometrics, 14(5), 563-77.  
Maddala, G. S., & Wu, S. (1999). A comparative study of unit root tests with panel data and 
a new simple test. Oxford Bulletin of Economics and Statistics, 61(S1), 631-652.  
Magacho, G. R., & McCombie, J. S. (2017). A sectoral explanation of per capita income 
convergence and divergence: Estimating Verdoorn’s law for countries at different 
stages of development. Cambridge Journal of Economics, 42(4), 917-934. 
Mah, J. S. (2002). The impact of globalization on income distribution: The Korean 
experience. Applied Economics Letter, 9(15), 1007-1009.  
Mahbubani, K., & Sng, J. (2017). The ASEAN miracle: A catalyst for peace. NUS Press.  
Mahesh, M. (2016). The effects of trade openness on income inequality- Evidence from 
BRIC countries. Economics Bulletin, 36(3), 1751-1761.  
Marinov, E. (2014). Economic integration theories and the developing countries. Economic 
Research Institute, South-East Europe Research. Retrieved from https://mpra.ub. 
uni-muenchen.de/63310/1/MPRA_paper_63310.pdf 
Marinov, V. (1999). Regional Economic Integration. PH Stopanstvo, Sofia. 





Karmacharya, B. K. (2001). Economic reforms in Nepal and their implications for trade, 
economic growth, inequality and poverty. South Asia Economic Journal, 2(1), 
87-103.  
Kawai, M., & Naknoi, K. (2015). ASEAN economic integration through trade and foreign 
direct investment: Long-term challenges. ADBI Working Paper 545. Retrieved 
from https://www.adb.org/sites/default/files/publication/174835/adbi-wp545.pdf 
Krumm, K., & Kharas, H. (2004). East Asia integrates: A trade policy agenda for shared 
growth. World Bank. Retrieved from http://documents.worldbank.org/curated/en/ 
759971468748770496/East-Asia-integrates-a-trade-policy-agenda-for-shared-
growth 
Kunieda, T., Okada, K., & Shibata, A. (2014). Finance and inequality: How does 
globalization change their relationship? Macroeconomic Dynamics, 18(5),  
1091-1128. 
Kuo, K. H., & Lee, C. T. (2017). Economic integration, growth and income distribution. 
Australian Economic Papers, 56(1), 59-71. 
Kurlantzizck, J. (2012). ASEAN’s future and Asian integration. Council on Foreign 
Relations. Retrieved from https://www.cfr.org/sites/default/files/pdf/2012/10/IIGG 
_WorkingPaper10_Kurlantzick.pdf 
Kweka, J., Mboyo, P. (2004). Regional integration and poverty. A case study of Tanzania. 






Itakura, K. (2013). Impact of liberalization and improved connectivity and facilitation in 
ASEAN for the ASEAN Economic Community. ERIA Discussion Paper Series. 
Retrieved from http://www.eria.org/ERIA-DP-2013-01.pdf 
Janus, H. (2018). Regional economic integration of Laos into ASEAN, trade and 
entreneurship development. Deutsche Gesellschaft für Internationale 
Zusammenarbeit. Retrieved from https://www.giz.de/en/worldwide/17473.html 
Jaumotte, F., Lall, S., & Papageorgiou, C. (2013). Rising income inequality: Technology, or 
trade and financial globalization?. IMF Economic Review, 61(2), 271-309.  
Jena, D. (2018). Economic integration and income convergence in the EU and the ASEAN. 
Journal of Economics Library, 5(1), 1-11 
Jensen, N. M., & Rosas, G. (2007). Foreign direct investment and income inequality in 
Mexico, 1990–2000. International Organization, 61(3), 467-487. 
Jetin, B., & Petit, P. (2018). Development gaps in the ASEAN process of regionalisation: 
Mid-term prospect for their reduction. SASE Conference: Global Reordering: 
Prospect for Equality, Democracy and Justice, Kyoto, Japan.  
Jhamb, H., & Singh, M. (2018) An analysis of ASEAN initiatives for narrowing the 
development gaps: Issues and challenges. International Journal on Arts, 
Management and Humanities, 7(1), 136-143. 
Kabir, S., & Salim, R. A. (2014). Regional economic integration in ASEAN: How far will it 
go? Journal of Southeast Asian Economies, 31(2), 313-335. 
Kao, C. (1999). Spurious regression and residual-based tests for cointegration in panel data. 
Journal of Econometrics, 90(1), 1-44.  
Kao, C., & Chiang, M. H. (2002). Nonstationary panel time series using NPT 1.3- A user 
guide. Center for Policy Research, Syracuse University. 
 
108 
Gupta, S., & Abed, G. (2002). Does corruption affect income inequality and poverty? IMF 
eLibrary. Retrieved from https://asean.elibrary.imf.org/abstract/IMF071/02861-
9781589061163/02861-9781589061163/ch17.xml?redirect=true#references 
Hartley, K. (2017, April 23). Inequality looms beneath the shiny façade of Southeast Asia’s 
growth. Channel News Asia. Retrieved from https://www.channelnewsasia.com/ 
news/asia/commentary-inequality-looms-beneath-the-shiny-facade-of-8743726 
Hassan, M. K. (2001). Is SAARC a viable economic block? Evident from gravity model. 
Journal of Asian Economics, 12(2), 263-290. 
Hayakawa, K., Ito, T., & Kimura, F. (2016). Trade creation effects of regional trade 
agreements: Tariff reduction versus non‐tariff barrier removal. Review of 
Development Economics, 20(1), 317-326. 
Hays, J. (2013). Economy of Laos: Statistics, macroeconomics and economic history. Facts 
and Details. Retrieved from http://factsanddetails.com/southeast-asia/Laos/ 
sub5_3d/entry-2986.html 
Herault, N. (2007). Trade liberalisation, poverty and inequality in South Africa: A 
Computable General Equilibrium‐Microsimulation Analysis. Economic Record, 
83(262), 317-328.  
Herzer, D., Hühne, P., & Nunnenkamp, P. (2014). FDI and income inequality- Evidence 
from Latin American economies. Review of Development Economics, 18(4),  
778-793. 
Hew, D. (2006). Economic integration in East Asia: An ASEAN perspective. UNISCI 




Economic Development Board. (2019, June 26). New office set up to grow technology sector 
in Singapore. Information Communications & Technology. Retrieved from 
https://www.edb.gov.sg/en/news-and-events/news/new-office-set-up-to-grow-
technology-sector-in-singapore.html  
Economic Research Institute for ASEAN and East Asia (ERIA). (2018). ASEAN: Then and 
now. Retrieved from http://www.eria.org/asean50-vol.1-11.intro-asean-then-and-
now.pdf 
Ehrhart, C. (2005). Openness to international trade and investment and income inequality: 
Evidence from a panel of Latin American and East Asian countries, CEMAFI: 
University of Nice-Sophia. 
Enciso, Á. J. O. (2011). A comparative analysis between the relation of income distribution 
and economic regional integration in East Asia and Latin America. Revista 
Finanzas y Política Económica, 3(1), 107-127. 
Erauskin, I., & Turnovsky, S. J. (2019). International financial integration, volatility, and 
income inequality in a stochastically growing open economy. Journal of 
International Economics, 119, 55-74.  
European Commission. (2018, July 15). Private sector engagement. International 
Cooperation and Development. Retrieved from https://ec.europa.eu/ 
europeaid/sectors/economic-growth/private-sector-development/funding_en 
Eviews. (2019, April 4). Panel cointegtration testing. User’s Guide: Advanced Multivariate 





Dabla-Norris, M. E., Kochhar, M. K., Suphaphiphat, M. N., Ricka, M. F., & Tsounta, E. 
(2015). Causes and consequences of income inequality: A global perspective. 
International Monetary Fund. Retrieved from https://www.imf.org/external/ 
pubs/ft/sdn/2015/sdn1513.pdf 
Delios, A. (2017, June 15). Commentary: Is ASEAN’s economic integration still a work in 
progress? Channel News Asia. Retrieved from 
https://www.channelnewsasia.com/news/asia/commentary-is-asean-s-economic-
integration-still-a-work-in-8814696 
Dickey, D. A., & Fuller, W. A. (1979). Distribution of the estimators for autoregressive time 
series with a unit root. Journal of the American Statistical Association, 74(366a), 
427-431. 
Diokno, B. E. (2017, May 24). The Philippines: Catching Up with Other ASEAN-5 
Countries. Business World Online. Retrieved from http://www.bworldonline.com/ 
content.php?id=145635 
Dollar, D., & Kraay, A. (2003). Institutions, trade, and growth. Journal of Monetary 
Economics, 50(1), 133-162.  
Duasa, J. (2010). Income convergence or income divergence? A study on selected OIC 
countries. Journal of Economic Cooperation and Development, 31(4), 29-48.  
Dunning, J. H., & Robson, P. (1998). Multinational and the European community. Oxford: 
Basil Blackwell.  
Durongkaveroj, W. (2015). The next chapter of ASEAN economic community through 
integrating with the existing FTA partners (RCEP), Turkey, and Pakistan. 
University Library of Munich: Germany.  
 
103 
Chen, C., Zhao, H., & Zhou, Y. (2017). Foreign direct investment and wage inequality. 
Evidence from the People’s Republic of China. Asian Development Bank Institute. 
Retrieved from https://pdfs.semanticscholar.org/3671/0ed680861341ebc391e 
33028269e0c3ba03d.pdf 
Chen, L., Lombaerde, P. D., & Cuyvers, L. (2017). Markets matter: The potential of intra-
regional trade in ASEAN and its implications for Asian regionalism. Asian 
Economic Paper, 16(2), 1-19.  
Chinn, M., & Ito, H. (2006). Notes on the calculation of the Chinn-Ito financial openness 
variable. Unpublished manuscript. 
Chintrakarn, P., Herzer, D., & Nunnenkamp, P. (2011). FDI and income inequality: 
Evidence from a panel of U.S. States. Economic Inquiry, 50(3), 788-801. 
Choi, C. (2004). Foreign direct investment and income convergence. Applied Economics, 
36(10), 1045-1049. 
Choi, C. (2006). Does foreign direct investment affect domestic income inequality? Applied 
Economics Letters, 13(12), 811-814. 
Coe, D. T., & Helpman, E. (1995). International R&D spillovers. European Economic 
Review, 39(5), 859-887. 
Cooper, C. A., & Masselll, B. F. (1965). A new look at customs union theory. The Economic 
Journal, 75(300), 742-747. 
Corden, W. M. (1972). Economies of scale and customs union theory. Journal of Political 
Economy, 80(3), 465-475. 
Cornia, G. A. (2011). Economic integration, inequality and growth: Latin America vs the 




Baldwin, R. E., Forslid, R., & Haaland, J. (1995). Investment creation and investment 
diversion: Simulation analysis of the single market programme. NBER Working 
Paper No. 5364. Retrieved from https://www.nber.org/papers/w5364 
Baliamoune-Lutz, M., & Lutz, S. H. (2004). Rural-urban inequality in Africa: A panel study 
of the effects of trade liberalization and financial deepening. ZEI working paper. 
Retrieved from https://www.econstor.eu/handle/10419/39475 
Bank Negara Malaysia. (2007). The Malaysia economy in 2007. Retrieved from 
http://www.bnm.gov.my/files/publication/ar/en/2007/cp01.pdf 
Barro, R. J. (2000). Inequality and growth in a panel of countries. Journal of Economic 
Growth, 5(1), 5-32. 
Barusman, A. F., & Barusman, M. Y. S. (2017). The impact of international trade on income 
inequality in the United States since 1970’s. European Research Studies Journal, 
20(4A), 35-50. 
Basu, P., & Guariglia, A. (2007). Foreign direct investment, inequality, and growth. Journal 
of Macroeconomics, 29(4), 824-839. 
Beckfield, J. (2006). European integration and income inequality. American Sociological 
Review, 71(6), 964-985.  
Beckfield, J. (2009). Remapping inequality in Europe: The net effect of regional integration 
on total income inequality in the European Union. International Journal of 
Comparative Sociology, 50(5-6), 486-509. 
Beer, L., & Boswell, T. (2002). The resilience of dependency effects in explaining income 
inequality in the global economy: A cross national analysis, 1975-1995. Journal of 
World-Systems Research, 8(1), 30-59. 
 
99 
Association of Southeast Asian Nations (ASEAN). (2012a). Vietnam in ASEAN: Toward 
cooperation for mutual benefits. Retrieved from http://asean.org/?static_post= 
vietnam-in-asean-toward-cooperation-for-mutual-benefits 
Association of Southeast Asian Nations (ASEAN). (2018a). Mapping south-south 
cooperation in ASEAN. Retrieved from http://www.mfa.go.th/asean/ 
contents/files/asean-media-center-20181008-152916-481302.pdf 
Association of Southeast Asian Nations (ASEAN). (2018b). ASEAN investment report 2018- 
Foreign direct investment and the digital economy in ASEAN. Retrieved from 
https://asean.org/storage/2018/11/ASEAN-Investment-Report-2018-for-
Website.pdf 
Asteriou, D., Dimelis, S., & Moudatsou, A. (2014). Globalization and income inequality: A 
panel data econometric approach for the EU27 countries. Economic Modelling, 36, 
592-599. 
Auguste, D. (2012). European integration and income inequality convergence. Retrieved 
from https://paa2013.princeton.edu/papers/132193 
Azam, M., & Raza, S. A. (2018). Financial sector development and income inequality in 
ASEAN-5 countries: Does financial Kuznets curve exists? Global Business and 
Economics Review, 20(1), 88-114. 
Baek, I., & Shi, Q. (2016). Impact of economic globalization on income inequality: 
Developed economies vs emerging economies. Global Economy Journal, 16(1), 
49-61. 
Balassa, B. (1961). The theory of economic integration. Homewood, IL: Richard D. Irwin.  
 
98 
Arnold, J. M., & Javorcik, B. S. (2009). Gifted kids or pushy parents? Foreign direct 
investment and plant productivity in Indonesia. Journal of International 
Economics, 79(1), 42-53. 
Aruna, P. (2019, June 24). IMF: Vital for Malaysia to boost policy buffers. The Star Online. 
Retrieved from https://www.thestar.com.my/business/business-news/2019/06/24/ 
imf-vital-for-msia-to-boost-policy-buffersgovt-has-followed-imfs-advice-on-
fiscal-consolidation/ 
Asian Development Bank (ADB). (2014). Cambodia diversifying beyond garments and 
tourism: Country diagnostic study. Retrieved from https://www.adb.org/sites/ 
default/files/publication/149852/cambodia-diversifying-country-diagnostic-
study.pdf  
Asian Development Bank (ADB). (2018, April 11). Continued reforms key to Myanmar’s 
economic growth. Retrieved from https://www.adb.org/news/continued-reforms-
key-myanmars-economic-growth 
Association of Southeast Asian Nations (ASEAN). (2017c). A journey towards regional 
economic integration: 1967-2017. Retrieved from https://asean.org/ 
storage/2017/09/ASEAN-50-Final.pdf 
Association of Southeast Asia Nations (ASEAN). (2017a). First ASEAN youth development 
index. Retrieved from https://asean.org/storage/2017/10/ASEAN-UNFPA_report_ 
web-final-05sep.pdf 
Association of Southeast Asian Nation (ASEAN). (2017b). Towards ASEAN economic 







Abiad, A., Oomes, N., & Ueda, K. (2008). The quality effect: Does financial liberalization 
improve the allocation of capital? Journal of Development Economics, 87(2),  
270-282.  
Abrigo, M. R., & Love, I. (2016). Estimation of panel vector autoregression in Stata. The 
Stata Journal, 16(3), 778-804. 
Ahn, C. Y. (2018, October 10). Is there a future for economic integration in East and 
Southeast Asia. East-West Center. Retrieved from https://www.eastwestcenter.org/ 
news-center/east-west-wire/there-future-economic-integration-in-east-and-
southeast-asia  
Ametoglo, M., & Guo, P. (2016). Regional economic integration and income inequality in 
Latin America: The case of Andean Community of Nations. Journal of Economics 
and Sustainable Development, 7(14), 176-185.  
Ando, M., & Kimura, F. (2014). Evolution of machinery production networks: Linkage of 
North America with East Asia. Asian Economic Papers, 13(3), 121-160. 
Anh, N. T. T., Duc, L. M., & Chieu, T. D. (2014). The evolution of Vietnamese industry. 
New York: Oxford University Press.  
Arestis, P., & Paliginis, E. (1995). Divergence and peripheral Fordism in the European 
Union. Review of Social Economy, 53(2), 261-284. 
Armstrong, H. W. (1995). Convergence among regions of the European Union, 1950-1990. 
Papers in Regional Science, 74(2), 143-152.  
86 
significant at 1% in reducing inequality by approximately 0.17% and 0.19% respectively. In 
equation (2), the magnitude of domestic income inequality reduction from intra-export is 
larger than an increase in intra-import activity. An increase in 1% of intra-export would 
significantly reduce the Gini coefficient by 0.30% while increasing intra-import activity by 
1% would lead to deterioration of Gini coefficient by 0.41%. To investigate which sector 
that is greatly contributing towards the reduction in domestic income inequality, equation (3) 
disaggregate the intra-export into agriculture, manufacturing and servicing sector. Empirical 
results postulated that it is intra-export from the agricultural sector that is especially 
important in reducing domestic income inequality, 0.27% following by manufacturing sector 
contributing towards 0.11% and are statistically significant. 
 
On the other hand, increase in financial openness also helps to improve domestic 
income inequality. An increase of 1% from the inward FDI stock to GDP improve domestic 
inequality by 0.19% while outward FDI worsen domestic income distribution by 0.03%. The 
findings are robust and consistent across 3 models.  All of the control variables are also tested 
to be statistically significant and are broadly robust across different models. Domestic 
private credit and average schooling years are significant in reducing domestic income 
inequality while inflation is otherwise for the ASEAN-3 countries. 
 
4.4.4.  Panel VAR Granger Causality Wald Test 
 
Based on the rule of rejection, null hypothesis is rejected when p-value is less than 
the significant value. Empirical results from Table 4.16, empirical evidence indicates that 
trade openness is statistically significant at 10% with a p-value of 0.0795. Hence, null 
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4.4.3 Panel Estimation 
 
Table 4.15: Estimation Results for Income Inequality on ASEAN-3  
(Dependent Variable: Natural Logarithm of Gini) 
Independent 
Variables 
(1) (2) (3) 
Trade integration    


























Financial integration    
Financial Openness -0.1884 
(-3.6667)*** 
  
Ratio of inward FDI 






Ratio of outward FDI 





























Notes: For all the coefficient, the t-statistics are in parenthesis; *, **, *** denote 10%, 
5% and 1% significant levels, respectively.  
 
Table 4.15 report the results for ASEAN-3 as ASEAN-5 are exclude from the sample. 
The standard measure of trade and financial openness in equation (1) are both statistically 
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4.4.2 Panel Cointegration 
 
4.4.2.1 Kao Cointegration Test 
 
Table 4.14: Kao’s Residual Cointegration Test Results 
 t-Statistic Probability 
Equation (1)   
ADF -1.6661 0.0478** 
Equation (2)   
ADF -3.1010 0.0010*** 
Equation (3)   
ADF -1.6933 0.0452** 
Notes: *, **, *** denote 10%, 5% and 1% significant levels, respectively. 
 
Table 4.14, reports the result of Kao (1999) cointegration test. The results from the 
panel cointegration for our model reject the null hypothesis of no cointegration at the 5% 
level of significant. Therefore, there is an existence of cointegration between the independent 












4.4.1.2 ADF-Fisher Chi-Square and PP-Fisher Chi-Square 
 
According to Table 4.13 ADF-Fisher Chi-Square (Dickey-Fuller, 1979) and PP-
Fisher Chi-Square (Phillips & Perron, 1988) unit root test clearly shows non-stationary for 
all variables in their levels for both intercept and trend and intercept. The statistics fail to 
reject the null hypothesis at 10%, 5% and 1% significant level at various lag lengths. After 
taking the first difference from both intercept and trend and intercept at 10%, 5% and 1% 
significant level, the alternative hypothesis of stationary is accepted. Thus, all variables are 
stationary and integrated at I(1) after first difference.  
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4.4 Results for ASEAN-3 Countries 
 
4.4.1 Panel Unit Root Test 
 
4.4.1.1 Levin, Lin and Chu and Im, Pesaran and Shin W-Stat 
 
Table 4.12 represents the empirical results for Levin, Lin and Chu (2002) and Im, 
Pesaran and Shin (2003) W-Stat unit root test performed on all variables at level and first 
difference. The unit root test shows that all variables at level with intercept or trend and 
intercept fails to reject the null hypothesis of non-stationary at significant level. However, 
test statistics indicate that all variables with trend and trend and intercept in first differences 
are stationary at 5% and 1% significant level. Thus, all variables are stationary and integrated 
at I(1).
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On the other hand, increase in financial openness also helps to improve domestic 
income inequality. An increase of 1% from the inward FDI stock to GDP improve domestic 
inequality by 0.23% while outward FDI worsen domestic income distribution by 0.02%. The 
findings are robust and consistent across 3 models.  All of the control variables are also tested 
to be statistically significant and are broadly robust across different models. Domestic 
private credit and average schooling years are significant in reducing domestic income 
inequality while inflation is otherwise for the ASEAN-5 countries. 
 
4.3.4 Panel VAR Granger Causality Wald Test 
 
 Based on the rule of rejection, null hypothesis is rejected when the p-value is smaller than 
the significant value. As shown in Table 4.11, there are no evidence of trade and financial 
openness towards Gini coefficient. In accordance with these results, Gini coefficient will not 
be influence by trade and financial openness in short run for ASEAN-5 countries. 
 
Table 4.11: Panel VAR Granger Causality Wald Test Results 
Dependent 
Variables 
Sources of Causation (Independent Variables) 
LGINI LTO LFO 
LGINI - 2.4496 (0.1176) 0.1859 (0.6664) 
LTO  1.2601 (0.2615) - 0.4571 (0.4990) 
LFO 0.7035 (0.4016) 1.4936 (0.2217) - 
Notes: Figures denote chi-square statistic values. P-values are in parenthesis. *, **, *** 






4.3.2 Panel Cointegration 
 
4.3.2.1  Kao Cointegration Test 
 
Table 4.9: Kao’s Residual Cointegration Test Results 
 t-Statistic Probability 
Equation (1)   
ADF 1.7171 0.0430** 
Equation (2)   
ADF 1.3415  0.0899* 
Equation (3)   
ADF 1.3979 0.0811* 
Notes: *, **, *** denote 10%, 5% and 1% significant levels, respectively. 
 
Table 4.9, reports the result of Kao (1999) cointegration test. The results from the 
panel cointegration for our model reject the null hypothesis of no cointegration at the 5% 
level of significant. Therefore, there is an existence of cointegration between the independent 
variables and Gini coefficient in the long-run according to Kao’s test.  
 
4.3.3 Panel Estimation 
 
In Table 4.10, the estimations excluded all the ASEAN-3 countries from the sample 
and considered the ASEAN-5 countries. The results of the coefficient of trade and financial 
openness are all statistically significant. Based on equation (1), an increase in trade and 
financial openness by 1% will improve domestic income inequality by 0.09% and 0.01%, 
respectively when holding other variables constant. Trade openness was later replaced with 
intra-export and intra-import. Empirical findings from equation (2) shows that intra-export 
improved domestic income inequality by 0.28% while import deteriorate inequality at a 
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4.3.1.2 ADF-Fisher Chi-Square and PP-Fisher Chi-Square 
 
The results of ADF-Fisher Chi-Square (Dickey-Fuller, 1979) and PP-Fisher Chi-
Square (Phillips & Perron, 1988) unit root test obtained from Table 4.8 point more evidently 
to the non-stationary at their levels in both intercept and trend and intercept. The statistics 
from all variables fail to reject the null hypothesis of non-stationary at 10% level of 
significant. Variables become stationary after the first differences at 1% significant level, 
showing that these variables are integrated series of order I(1).  
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openness towards Gini coefficient. In accordance with these results, Gini coefficient will not 
be influence by trade and financial openness in the short run for ASEAN-8 region. 
 
Table 4.6: Panel VAR Granger Causality Wald Test Results 
Dependent 
Variables 
Sources of Causation (Independent Variables) 
LGINI LTO LFO 
LGINI - 0.3928 (0.5309) 0.7700 (0.3802) 
LTO  0.1032 (0.7479) - 0.6289 (0.4277) 
LFO 0.6640 (0.4152) 0.2559 (0.6130) - 
Notes: Figures denote chi-square statistic values. P-values are in parenthesis. *, **, *** 
denote 10%, 5% and 1% significant levels, respectively. 
 
4.3 Results for ASEAN-5 Countries 
 
4.3.1 Panel Unit Root Test  
 
4.3.1.1 Levin, Lin and Chu and Im, Pesaran and Shin W-Stat 
 
Table 4.7 represents the summary of the unit root performed on the Levin, Lin and 
Chu (2002) and Im, Pesaran and Shin (2003) W-Stat at level. Unit root test performed at 
level with intercept and trend and intercept failed to reject the null hypothesis of unit root at 
various lag lengths.  However, at first difference, statistical evidence from intercept and trend 
and intercept test reject the null hypothesis and support the stationarity at 1% level of 
significant. Thus, all variables are stationary and integrated at order I(1).  
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4.2.3 Panel Estimation 
 
Table 4.5: Estimation Results for Income Inequality on ASEAN-8  
(Dependent Variable: Natural Logarithm of Gini) 
Independent 
Variables 
(1) (2) (3) 
Trade integration    


























Financial integration    
Financial Openness -0.0551 
(-3.1321)*** 
  
Ratio of inward FDI 






Ratio of outward FDI 





























Notes: For all the coefficient, the t-statistics are in parenthesis; *, **, *** denote 10%, 
5% and 1% significant levels, respectively. 
 
Table 4.5 report the results for countries in ASEAN-8. Interestingly, the estimation 
on trade and financial integration impose a positive impact for countries in ASEAN-8 at 1% 
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4.2.2 Panel Cointegration 
 
4.2.2.1  Kao Cointegration Test 
 
Table 4.4: Kao’s Residual Cointegration Test Results 
 t-Statistic Probability 
Equation (1)   
ADF -1.3933 0.0818* 
Equation (2)   
ADF -1.4990 0.0669* 
Equation (3)   
ADF -2.3293 0.0099*** 
Notes: *, **, *** denote 10%, 5% and 1% significant levels, respectively. 
 
Table 4.4 reports the result of Kao (1999) cointegration test for all 3 equations. The 
results from the panel cointegration for our model reject the null hypothesis of no 
cointegration at the 10% level of significant.  Therefore, based on the empirical findings 
from Kao’s test, there is an existence of cointegration between the independent variables and 










4.2.1.2 ADF-Fisher Chi-Square and PP-Fisher Chi-Square 
 
Table 4.3 reports the results for ADF-Fisher Chi-Square (Dickey-Fuller, 1979) and 
PP-Fisher Chi-Square (1988) unit root test. The results from intercept and trend and intercept 
from level shows that at 1% significant level. After taking the first difference from both 
intercept and trend and intercept at 1% significant level, the null hypothesis is rejected. 
Hence, based on ADF and PP-Fisher Chi-Square unit root test, there are strong evidences 
that all variables are stationary at first differences and integrated of I(1).  
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Set up and test for the Unit Root Test of the variable individually.  
 
Table 4.1: Hypothesis and Decision Rule for Unit Root Test 
Variable Hypothesis Decision Rule 
Gini coefficient (LGINI) 
𝐻0 = there is a unit root / 
not stationary 
 
𝐻0 = there is no unit root / 
stationary 
Reject the hull hypothesis if 
  




𝑝 < 𝛼 






Financial Openness (LFO) 
Inward Foreign Direct 
Investment (LFDII) 
Outward Foreign Direct 
Investment (LFDIO) 
Domestic Private Credit 
(LDPC) 




 According to the rule of rejection, null hypothesis is rejected when the t-statistic is 
greater than the critical value or when the p-value is less than the significant level and accept 
the alternative hypothesis.  
 
4.2.1.1 Levin, Lin and Chu and Im, Pesaran and Shin W-Stat 
 
Table 4.2 reports the results of Levin, Lin and Chu (2002) and Im, Pesaran and Shin 
(2003) W-Stat unit root test. All variables for levels and first differences are in natural log 
values. Interestingly all variables under consideration are non-stationary in their levels and 








 The first section of this chapter presents the analytic results from selected ASEAN 
countries examined in this study. Each region was analysed using panel unit root analysis, 
panel cointegration analysis and panel fully modified ordinary least square and panel VAR 
Granger causality Wald test. This study further evaluates the same variables for the samples 
ASEAN-8, ASEAN-5 and ASEAN-3. 
 
4.2 Results for ASEAN-8 Countries 
 
4.2.1 Panel Unit Root Test 
 
 To check for the stationarity of our data, four different unit root tests were conducted. 
As common unit root process, this study use Levin, Lin, Chu test (Levin et al., 2002) panel 
unit root test and for individual unit root process, IPS-W-Statistics (Im et al., 2003), ADF-
Fisher Chi-Square (Dickey-Fuller, 1979) and PP-Fisher Chi-Square tests (Phillips & Perron, 
1988) were adopted. The null hypothesis of these test states the existence of unit root while 





(Sovachana, 2013). In 2018, Singapore emerged as a dominating country among ASEAN, 
with a per capita GDP of greater than the total of per capita GDP of the rest of the ASEAN 
members in 2018. This fact indicates the imbalanced among ASEAN economies, with 
Singapore, oil-rich Brunei, developing states and those poorer nations that are still in the 
early stages of development, CLMV nations (Mordecai, 2017). The level of disparity is huge 
and among the individual members, it is extremely high in comparison. Singapore’s per 
capita GDP is 44 times higher than the poorest country in the region, Myanmar, 40 times 
that of Cambodia, and more than 20 times that of Vietnam. The average for the CLMV was 
only 10% of ASEAN-6 (Figure 1.3).  
 
The CLMV countries have also realized that they must progressively and steadily 
integrate their economies with ASEAN-6 to narrow the development divide to ensure 
effective economic integration and reap the benefits equally (Sovachana, 2013). To 
minimizing the development gap and strengthening the existing regional and sub-regional 
institutions, new initiatives for Narrowing the Development Gap (NDG) were implemented. 
The various efforts included the Hanoi Plan of Action (HPA), Initiatives for ASEAN 
Integration (IAI) and the Declaration of ASEAN Community (Wu, 2013). The distribution 
gap has been declining through several initiatives and projects that were aimed at reducing 
absolute poverty and increase economic opportunities. CLMV are “catching-up” through 
high rates of growth as compared to the ASEAN-6. However, it has been observed that 
national elites have captured more of the wealth, meaning that the incomes of the rich have 





Table 1.1: GDP per Capita (current US$) 
 1970 1980 1990 2000 2010 2018 
Brunei 
Darussalam 
1,381.97 25,412.99 13,604.16 18,008.45 35,268.10 20,303.78 
Cambodia 102.70 - - 302.65 785.69 1,460.29 
Indonesia 79.69 491.44 585.00 780.09 3,113.48 3,732.12 
Laos - - 203.26 324.85 1,141.13 2,629.85 
Malaysia 357.66 1,774.74 2,440.59 4,045.17 9,071.36 9,168.46 
Myanmar - - - 193.19 987.74 1,270.03 
Philippines 186.77 684.65 715.31 1,038.91 2,129.50 3,053.88 
Singapore 925.29 4,926.96 11,864.28 23,792.61 46,569.68 56,529.79 
Thailand 192.13 682.77 1,508.29 2,007.56 5,075.30 6,371.24 
Vietnam - - 94.88 388.27 1,310.37 2,423.12 
Sources: World Development Indicators (2018) 
 
 
Figure 1.3: Average of GDP per Capita, 2000-2018 (Current US$) 
Source: World Bank (2019) 
 
Based on Figure 1.3, the economic gap became extremely stark when compared to 
the GDP per capita of CLMV countries against ASEAN-6. The creation of two-tiered 





























































































perceived to be a hindrance to regional integration. ASEAN transitioned from a two- to 
multi-tier regional market, encompassing high-, middle- and low-income countries, and 
raising concerns about the emergence of the region (Kurlantzick, 2012). Alternatively, 
CLMV participation and commitment to deepen collaboration in ASEAN was viewed as a 
steppingstone towards sustainable development goals, narrow the gaps between 
neighbouring countries and re-entering the world economy (ASEAN, 2012a). 
 
ASEAN is among the world’s best performing emerging economies, with resilient 
economic growth that has outpaced many regional blocs. Growth in GDP per capita 
remained strong since 2000, with an average annual gain of more than 5%. Based on Table 
1.1, despite the progressive growth in GDP per capita, variations in GDP per capita are 
strikingly vast and large disparities persist between the countries. In 1970, per capita GDP 
varied from US$ 1,381 for Brunei, US$ 357 for Malaysia and US$ 79 for Indonesia. Brunei’s 
GDP per capita was 4 times higher than that of Malaysia. By 1991, Singapore overtook 
Brunei becoming the wealthiest country in ASEAN with per capita GDP recorded at 
US$ 14,505. It was 5 times and 6 times richer than Malaysia in 1991 and 2018 respectively. 
Although coming after Singapore and Brunei in the ranking of ASEAN countries with high 
per capita GDP, Malaysia was still a distant third (Caballero-Anthony, 2005). The statistical 
evidence showed that economic gaps still exist among the more developed ASEAN-6 and 
potentially widen over time (Myanmar Times, 2017). At the same time, Indonesia and the 






While other ASEAN countries have assembled export industries running around 
natural resources. Brunei’s primary exports include petroleum gas, crude oil and natural gas. 
Indonesia is the world’s largest producer and exporter of mineral fuels and palm oil, and a 
leading exporter of animal and vegetable fats. Myanmar is just at the beginning to embark 
on an unprecedented opening up of its economy, with the garment industry is a major hub 
job creator.  In addition to exporting manufactured and agricultural products, the Philippines 
is establishing a thriving business-process-outsourcing industry (Vinayak, Thompson & 
Tonby, 2014).  
 
 ASEAN has taken a step towards financial integration through increased in foreign 
direct investment inflows over the past two decades, as illustrated in Figure 1.2. Sustained 
inflows of investments have helped to enhance efficiency, allocate resources more 
effectively and yielded greater economic prosperity through inclusive economic expansion 
(Ibrahim, 2015). Financial resources are free to move across the borders, generating 
opportunities for investment and trade (Hew, 2006). This phenomenon is driven by unilateral 
reforms created by the “flying geese” phenomena of transferring capital and production to 
neighbouring countries with a lower cost and further promotes export-oriented industries 
within the country (Krumm & Kharas, 2004). Multinational firms and companies with huge 
investment capital in ASEAN play an essential role in facilitating the rise of intra-ASEAN 
investments. These capital influxes from the regional market help domestic market 
expansion, establish production linkages and subsidiary networks, and participation in the 




The fact that makes “current integration” a novelty is that levels of trade and the 
number of participants in the market have reached unprecedented levels (Enciso, 2011). 
Based on Figure 1.2, intra-regional trade has risen from 18% in 2000 to 23% in 2018. 
However, economic connections within the region have not deepened as ASEAN 
regionalization was still heavily dependence on countries outside of ASEAN for the trading 
of goods, services, investment and technology (Delios, 2017; Ando & Kimura, 2014). 
ASEAN is the fourth largest exporting region in the world and has established sophisticated 
manufacturing capabilities through industrialization and diversified its exports, enabling 
progress in poverty reduction. Malaysia and Thailand are leading exporters of electrical and 
electronic products, machinery and automotive parts. The biotech industry in Singapore is 
growing, and manufactured goods are clustered around chemicals and biomedical sciences, 
logistics and transport engineering.  Vietnam’s top export commodities are broadcasting 
equipment, telephones and integrated circuits.  
 
 
Figure 1.2: ASEAN Intra-Trade and Intra-Foreign Direct Investment Inflows  
from 2000 to 2018 




































Figure 1.1: Gini Coefficient in Selected ASEAN Countries from 2005 to 2018 
Source: Standardized World Income Inequality Database (2018) 
 
 Figure 1.1 showed the trends of income inequality in selected ASEAN countries 
based on the Gini index for the period between 2005 to 2018. The analysis of Gini trends in 
ASEAN normally ranges between 10 to 50. In general, the region has low levels of 
inequality, but there are some gap indicating that some countries are very equal, and others 
have higher inequality levels. The countries with a better income distribution are Cambodia 
and Laos while countries with the highest Gini coefficient are Myanmar and Singapore. 
Countries that increased inequality throughout the years are Myanmar while Cambodia, 
Laos, Malaysia and Thailand experienced reduction in domestic income inequality. The 
declining trends of Gini coefficient started drastically starting 2014 for Cambodia and Laos. 
In 2018, Indonesia, Malaysia, Myanmar, Singapore, Thailand and Vietnam recorded a Gini 
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